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Long-Range Objectives ~* 


HE future belongs to those who plan 

and work for it; but planning, to 
be effective, must have an object, a tar- 
get or targets, towards which the plan- 
ning is directed. The foregoing is true 
in regard to both an individual’s future 
and that of a company, organisation or 
a professional society. 

The basic problem becomes, therefore, 
that of deciding the precise nature of 
the aims and objectives of the individual 
or organisation. In either case, but par- 
ticularly for a professional organisation, 
it is a problem complicated by changing 
circumstances, and a number of fluctuat- 
ing factors. Clear thinking, conciliation 
of viewpoints and a frank appraisal of 
the known and constant facts appropri- 
ate to the problem are necessary for its 
elucidation. Above all, those charged 
with the task of defining future policy 
must possess a thorough knowledge of 
the established ethical standards of their 
organisation and be acknowledged auth- 
orities in the conduct and practice of 
their chosen profession. 

An understanding of the difficulties 
inherent in any determination of future 
aims will increase appreciation of the 
statement, “Long-Range Objectives of the 
Accounting Profession” appearing in this 
issue at p. 420. It comprises a summary 
of the studies made by a long-range ob- 
jectives committee set up by the Ameri- 
can Institute of Certified Public Account- 
ants. Although the American accounting 
scene differs from ours in some respects, 
the problems encountered by members 
of the profession in both countries are 
basically similar. Because of this, many 
of the committee’s assumptions and im- 
plications are applicable here. 

As a result of the committee’s work, 
two basic objectives were adopted in 
1958 by the Council of the American 
Institute. These comprised the following: 
1. It is an objective of the Institute to 

serve as the national organization of 
certified public accountants in and out 
of public practice, and to develop and 
Maintain the form of organization best 
adapted to the needs of all its members. 
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It is an objective of the Institute to 
encourage co-operation and consultation 
among national organizations of account- 
ants to the end that the entire accounting 
function may make its greatest contribu- 
tion to the public welfare. 
Official recognition of these important 
points by the American Institute will be 
of particular interest to members of the 
Society which seeks to embrace all sec- 
tions of the profession and to render 
comprehensive services to the com- 
munity. 


. 


The Budget 


Additional interest is given to this issue 
of the journal by the publication (at p. 
425) of a luncheon address given by the 
Rt. Hon. Harold Holt, M.P., Federal 
Treasurer, to members of the N.S.W. 
Division of the Society. Mr. Holt de- 
scribed some of the factors entering into 
the determination of the Budget estimates. 


Now that he has revealed the details of 
the Budget, some idea may be gained of 
the weight attached to the factors men- 
tioned in his luncheon address. There 
will be differences of opinion on the 
balance of benefits or disadvantages of 
the proposed changes, coloured in many 
cases by the views of particular interests. 


The expected deficit of £61 million 
will undoubtedly lead to an expansion 
of the Treasury Bill issue and this, com- 
bined with a reduction in income tax, 
will mean that expenditure on consumer 
goods will rise. A further step towards 
the “welfare state” is recognised in the 
increase in pensions and the taxation 
concessions afforded aged persons. 


Some relief in private company tax and 
in depreciation allowances for mining 
companies will be welcomed by those 
affected, but the various methods of in- 
creasing the revenue of the Postmaster- 
General’s Department will bring some 
criticism. Taking the Budget as a whole 
it should do nothing to harm the rela- 
tively stable position attained by the 
economy in recent years. 











ancy. 


Introduction. 

Three years ago a committee on long- 
range objectives was created by the 
American Institute of Certified Public 
Accountants. Its purpose was to clarify 
the Institute’s goals, and to recommend 
to Council resolutions which would make 
such goals part of the official policy of 
the organisation. 





After preliminary discussions it seemed 
to the committee necessary to develop 
general background information on the 
evolution of the accounting profession, its 
place in contemporary society, its relation- 
ship to various segments of the economy, 
and the major questions facing it which 
remained to be answered. 


The committee did a good deal of 
research and engaged in extensive dis- 
cussion at a series of two-day meetings. 
The background material developed 
seemed of wide enough interest to war- 
rant publication and it has now appeared 
in The Journal of Accountancy in a 
series of four articles listed below. 


“The Accounting Function in Econo- 
mic Progress” by Herman W. Bevis 
(August, 1958). 

“The Place of the CPA in Contem- 
porary Society” by John L. Carey 
(September, 1958). 





*Members of the committee on long- 
range objectives 1958-59 are: J. S. Seid- 
man, chairman, Herman W. Bevis, 
Robert M. Trueblood and Robert E: 
Witschey. 
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Long-Range Objectives of the 
Accounting Profession 


Summary of Studies by the American Institute of Certified 
Public Accountants Committee* on Long-Range Objectives. 
Reprinted from the May, 1959, issue of the Journal of Account- 
Readers are invited to comment on the matters 
discussion in this summary. 


under 


“The Accounting Function of Small 
Business” by Robert E. Witschey 
(December, 1958). 


“The Future of the Accounting Pro- 
fession” by J. S. Seidman (March, 
1959). 


As a result of the committee’s work, 
Council in i958 adopted two basic ob- 
jectives: 

1. It is an objective of the Institute to 
serve as the national organization of certi- 
fied public accountants in and out of public 
practice, and to develop and maintain the 


form of organization best adapted to the 
needs of all its members. 


2. It is an objective of the Institute to 
encourage co-operation and _ consultation 
among national organizations of accountants 
to the end that the entire accounting func- 
tion may make its greatest contribution to 
the public welfare. 

The committee has now prepared a 
summary of the basic assumptions in the 
papers that appeared in The Journal, and 
some of the important implications which 
seem to flow from those assumptions. It 
hopes that these assumptions and impli- 
cations will be studied by members of 
the Institute and others interested, and 
will be discussed at meetings of 
state societies of CPAs and other ac- 
counting organisations. This summary 
is presented below. 


Implications of Papers Published by 
Committee on Long-Range Objectives 
1. Assumption 

The “accounting function” deals with 
the measurement and communication of 
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financial and other economic data. This 
measurement and communication have to 
do with the whole or any part of any type 
of organisation — profit, non-profit, 
private, or governmental. 


Implications 

(a) Accounting measures and com- 
municates not only data arising from 
activities of “legal units” which conduct 
economic activities—for example, indivi- 
duals, partnerships, corporations, and as- 
sociations—but also data for whole 
groups or companies, industries, com- 
munities, or nations. 


(b) Accounting measures and com- 
municates data that is not only in terms 
of money symbols, but also in non- 
monetary units, such as material, labor, 
and time. Accounting therefore embraces 
that part of the control function of man- 
agement which utilizes measurement and 
communication of data regarding acqui- 
sition, disposition, and exhaustion, of ma- 
terial and human resources, and the effi- 
ciency of their utilization. 


(c) Whether or not identified as such, 
the accounting function exists in the con- 
duct of any organisation, no matter how 
small. This is true no matter how poorly 
the measurement and communication may 
be executed. The one-man business with- 
out records must nevertheless measure 
and communicate, however crudely, in 
order to make decisions, determine the 
results of operations, compute taxes, and 
provide suppliers or banks with credit 
information. In other words, the ac- 
counting function exists even when there 
may be no persons called “accountants.” 


1. Assumption 
Measurement and communication of 
‘onomic data may be internal for man- 


w’ement, or external for various outside 
interests. 
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Implications ; 

(a) Accounting is a major element in 
management for control and reporting 
purposes. Accounting is not a “tool” of 
management, but is rather an integral 
part of the management process. 


(b) Reporting to outside interests is 
a responsibility of management. The 
CPA in expressing an opinion on finan- 
cial statements strengthens management’s 
discharge of its reporting function by 
adding to the credibility of its report. 


3. Assumption 


The complexity of the accounting func- 
tion varies with circumstances, such as 
the complexity of the management pro- 
blem, pressure for efficiency, extent of 
industrialisation, governmental require- 
ments. 


Implications 


(a) The complexity of accounting will 
be greater in industrialised countries than 
in those less industrialised. 


(b) The complexity of accounting will 
increase with further concentration of 
activity in large-scale organisations, 
whether public or private. 


(c) The complexity of accounting in 
the United States is almost certain to in- 
crease in the foreseeable future. 


4. Assumption 


The basic elements in the accounting 
function are generally reflected in the 
work of bookkeepers, accountants, and 
auditors. 


Implications 


(a) Contrary to popular opinion, book- 
keeping in the full sense of the word as 
distinguished from the merely clerical 
function of making entries ordered by 
others, is an important part of the ac- 
counting function. The keeping of ade- 
quate records must include decisions as 


421 





to classification, which involve judgment 
and understanding of elementary ac- 
counting. 


(b) The accountant and auditor, as 
distinguished from the bookkeeper, have 
broad competence in the accounting func- 
tion as a whole. They deal with un- 
usual or difficult questions involved in 
the observation, measurement, classifica- 
tion, recording, and summarizing of eco- 
nomic data, and they alone are qualified 
to deal with the interpretation, reporting, 
and inspection of such data. 


5. Assumption 


All elements of the accounting func- 
tion — bookkeeping, accounting, and 
auditing—are found within all types of 
economic units, including industrial and 
commercial organisations, government, 
and non-profit institutions. At the same 
time all three elements of service are 
offered by “practitioners” to the public 
generally. 


Implications 


(a) The larger an economic unit be- 
comes, the more it tends to employ book- 
keepers, accountants, and auditors as a 
part of its own staff, while smaller units 
tend to rely on “part-time service” by 
practitioners. Even organisations which 
employ bookkeepers, accountants, and 
auditors nonetheless engage CPAs as in- 
dependent auditors, in order to add cre- 
dibility to their financial statements, or 
for expert consultation. The _practi- 
tioner’s knowledge and skills are so broad 
and varied that management frequently 
seeks his advice and assistance in policy 
and decision making. 


(b) Public practitioners are, and will 
doubtless continue to be, a_ relatively 
small proportion of all persons engaged 


in the accounting function. (More than 
a million persons are engaged in the ac- 
counting function in the United States— 
over 375,000 accountants and auditors; 
725,000 bookkeepers.) The independent 
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practitioners in the whole field of ac- 
counting constitute probably no more 
than one-tenth of all persons engaged in 
the accounting function. This suggests 
that salaried individuals are employed 
to carry out the day-to-day requirements 
of the accounting function, where their 
skills can be fully utilised, and that prac- 
titioners are called upon for independent 
audits and consultation on higher-level 
problems, as well as when only part-time 
service is required. 


6. Assumption 


The organisation of the profession 
identified by the title “certified public ac- 
countant,” received its impetus largely 
as a result of the need for independent 
audits of the accounts of businesses for 
purposes of reports to owners or others 
interested. This “independent” audit 
function required a higher degree of com- 
petence and responsibility than was 
needed for internal bookkeeping and ac- 
counting. A system of examinations, ac- 
creditation, and ethical discipline was con- 
sequently created to establish and iden- 
tify the competence and responsibility of 
certified public accountants. The CPA 
is the recognised accreditation of the 
professional accountant in the United 
States. 


Implications 

(a) The CPAs function as independent 
auditor requires him to be competent in 
all the underlying elements of bookkeep- 
ing, accounting, and auditing. 


(b) His position as “independent” 
auditor involves a peculiar responsibility 
to third parties which is not assumed to 
any appreciable extent by others en- 
gaged in the accounting function or by 
most other professions. 


7. Assumption 


A certified public accountant continues 
to be an accredited professional account- 
ant even though he may no longer be in 
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it 


public practice. To be sure, it was the 
independent audit that developed the need 
for professional status, and it is the prac- 
tising CPAs who meet all elements of 
the definition of a profession, but once 
admitted as a CPA a person does not lose 
professional qualification when he _ be- 
comes a salaried employee rather than a 
practitioner. 
Implications 

(a) There should be the closest pos- 
sible relationship between the practising 
and non-practising CPAs. They should 
exchange information and opinion, and 
co-operate fully. 


(b) All eligible CPAs, whether in 
practice or not, should be members of 
the Institute and state societies of certi- 
fied public accountants. 


8. Assumption 

The only part of the accounting func- 
tion which can be claimed exclusively for 
the CPA is the adding of credibility to 
accounting and financial statements. 


Implications 


(a) Legislation to limit to CPAs the 
right to add credibility to accounting and 
financial statements is in the public in- 
terest. 


(b) However, large numbers of people 
—state legislators and others—need to 
be informed of the significance of this 
part of the accounting function. 


(c) It is also important in the public 
interest, in this connection, that the public 
and the business community be informed 
of the differences in identified competence 
which exist in various classes of public 
practitioners of accounting. 


9. Assumption 

In all areas other than the adding of 
credibility to accounting and financial 
statements, the CPA cannot claim exclu- 
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sive jurisdiction. Many accountants other 
than CPAs—salaried accountants and 
non-certified practitioners, as well as 
some members of other groups such as 
management consultants — may offer to 
render such services. 


Implications 

(a) While a CPA may do work in any 
aspect of the accounting function, some 
of this work does not require the quali- 
fications of a CPA, and it may be done 
by others. 


(b) It is fruitless to waste time and 
money promoting state legislation which 
would attempt to restrict to CPAs, or to 
any particular group, the right to do 
bookkeeping or similar technical services. 
At present there is no basis for belief 
that courts would sustain exercise of the 
police power for this purpose. 


(c) Where the CPA engages in an area 
also appropriate to mnon-CPAs, only 
superiority in qualifications and perform- 
ance can set the CPA apart. 


10. Assumption 

A CPA cannot divorce himself from 
the professional responsibilities attaching 
to his status. 


Implication 

(a) Even if the CPA is performing 
work which non-certified accountants 
may also perform, he shculd hold to 
CPA standards. More is likely to be ex- 
pected of him in any type of work than 
of the non-certified practitioner. For ex- 
ample, if a CPA prepares a statement 
from the books without audit, he should 
exercise a higher degree of professional 
skill than would be expected of a book- 
keeper. 


11. Assumption 

Certified public accountants should co- 
operate with other accounting groups and 
seek friendly relations with them. 





Implication 

(a) The CPA has interests and pro- 
blems in common with all those engaged 
in the accounting function. CPAs should 
therefore examine the possibility of faci- 
litating exchange of information with 
other accountants, co-operating where 
desirable on projects involving common 
interests, and avoiding duplication and 
conflict. 


12. Assumption 

The certified public accountant has a 
particular responsibility to small busi- 
ness, because its employees are not likely 
always to discharge the accounting func- 
tion adequately. 


Implications 

(a) The CPA should endeavor to im- 
prove the whole accounting function in 
small business. He should assist clients 
in the improvement of internal account- 
ing, financial reporting, and all other ele- 
ments of the accounting function which 
are applicable. 


(b) In small business there are the 
largest and most numerous “voids” in the 
accounting function to be filled. The 
CPA should, therefore, take the initia- 
tive and in a systematic way attempt to 
provide all needed services to all his 
clients. 


13. Assumption 

The CPA should endeavor to apply 
his time to work that requires the high- 
est degree of professional accounting 
ability. 


Implication 

(a) This should enable the CPA to 
refer the less difficult technical work to 
bookkeepers and other technicians. He 
may, for example, initiate a bookkeeping 
system, but then call in technicians to 
carry it on. 
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14. Assumption 

It might be useful if certified public 
accountants attested tax returns, as they 
do financial statements for stockholders 
and bank credit purposes. 


Implications 

(a) The cost of the government’s ex- 
amining returns might be reduced, and 
evasion might be minimised by the focus- 
ing of attention on returns not attested by 
CPAs. 


(b) This would provide CPAs with a 
means of indicating the extent of audit 
contact with the tax figures, and enable 
the government to sort out those with 
unrestricted attestation from those that 
are limited. 


15. Assumption 

Professional standards for management 
services and tax work by CPAs should be 
developed. 


Implication 

(a) As CPAs have developed stan- 
dards of performance and conduct ap- 
plicable to their independent auditing 
and accounting work, if they are to fill 
voids in other areas of the accounting 
function they should develop similar ap- 
propriate standards. 


16. Assumption 

The wide range of opportunity for cer- 
tified public accountants in an increas- 
ingly complex field points to a growing 
trend toward specialisation. 


Implications 

(a) Study should be given to the de- 
sirability of setting up classifications of 
specialties, and the educational and ac- 
creditation procedures for designation of 
specialists. 


(b) Only persons who have demon- 
strated adequate competence should be 


allowed to designate themselves 4s 
specialists in any field of accounting. 


The Australian Accountant, August, 1959 





The BUDGET 


By Rt. Hon. HAROLD HOLT, M.P., FepeRAL TREASURER 
An address delivered at the July luncheon of the N.S.W. Division of the 
Australian Society of Accountants. 


- speaking about the forthcoming 
Budget I can’t give you the details 
now, of course, because that would spoil 
what I hope will prove quite a good 
Budget story later on. 


I thought a body of accountants might 
be interested to hear something of the 
processes of budget making and also of 
the large considerations which come into 
our minds as a government when we 
face this weighty task. We talk a lot 
about the Commonwealth Budget, and 
most thoughtful people would realise 
that it is the central element for that year 
in a nation’s economic programme. It 
affects quite obviously and very directly 
the programming of the Commonwealth 
and State Governments and all their in- 
strumentalities. It affects quite directly 
the programming of very many indus- 
tries and private citizens in this country, 
and one way or another it affects direct- 
ly or indirectly every man, woman and 
child in our country. Thus it is a public 
and political matter calling for some 
attention and study. 


The complexity of the Budget does 
not abate with the years. I can remember 
being in Parliament at the time when 
we were very impressed with the fact 
that we were coping with our first Bud- 
get touching £100 million. Last year 
the Budget was just on £1300 million, 
and this year it will certainly not be any- 
thing less than that. So that, in money 
terms, it has reached the equivalent in 
value of something more than one- 
quarter of the national income and just 
under one quarter of our gross national 
product as a nation. It is just 
twenty years ago that we were at the 
£100 million mark, and although there 
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have been quite significant changes in 
prices since that time, these account 
for only part of the considerable increase 
from £100 million to just on £1300 mil- 
lion which has taken place in the inter- 
vening period. This increase reflects the 
growth in Commonwealth and State Gov- 
ernment activity, the complexity of 
modern administration and the degree 
to which there is an impact flowing out 
from governments upon the eommunity 
as a whole. 


We don’t however have as much flexi- 
bility inside this enormous sum as most 
people would probably imagine. We can 
predict almost before we start what 90% 
of the total budget will be, because that 
has already been determined for us by 
existing legislation, by various con- 
tractual obligations, and by the respon- 
sibility of maintaining a minimum level 
of public services. For example, we 
know in advance, assuming that no 
changes are made, what the scale of 
social service payments will be. We can 
get a fair idea of what our obligations on 
the expenditure side are in most other 
directions, but it is the 10% of fiexi- 
bility remaining that creates a great 
deal of the work for us, and gives us the 
opportunity to take decisions which will 
either promote the welfare of the coun- 
try and its prosperity or, if we are suffi- 
ciently unwise or misguided, can impede 
progress and diminish our national 
prosperity. 


The mechanism of budget making 
works something along these lines. It 
has become our practice over recent 
years first to meet with the State Gov- 
ernments in the Loan Council and the 
Premiers’ Conference and there decide 
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together the level of payments to go 
from the Commonwealth to the States 
for the ordinary revenue purposes of 
the States. We also have a look at our 
loan-raising prospects, to see what figure 
we can decide upon as the maximum 
which can reasonably be provided for 
State public works and housing for the 
ensuing year. We thus go to our own 
budget, with that area of expenditure 
already decided upon. 


When we come to consideration of the 
Budget, the complete Ministry of 22 
members all meet together, and gradu- 
ally there unfolds before us a panorama 
of Australia in action. I think we will all 
agree that it is probably the most 
fascinating period of the year, however 
arduous it might prove, in that we see 
before us a conspectus of our country’s 
affairs. Each Minister unfolds to us 
what his Department is doing, what it 
hopes to do in the current financial 
year, and makes what the Treasury 


somewhat irreverently calls a “bid” for 
a particular scale of financial provision. 


Firstly, we try to get an idea of what 


the structure of the Budget should be, 
and that involves the consideration of 
certain basic papers which attempt to 
analyse what is going on in the economy 
from a variety of viewpoints. We try to 
get therefore the general picture. Is the 
state of the economy such that some 
stimulus is called for? Is the state of 
the economy such that we should leave 
well alone? Is the situation such—as it 
proved at an earlier point of time—that 
we are required to put something of a 
brake on the rate of expansion, and so 
on. We have to take a broad judgment 
on the kind of budget in financial terms 
which should be the end result of our 
deliberations. Having made that quite 
basic decision, we then have to fit into 
our conception not only action which is 
economically sound and prudent, but 
also what is socially just and perhaps 
even what is politically wise, using the 
word “politically” in its happiest and 
best sense: that is, what is soundest for 
the nation as a whole and in its external 
relationships. 
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We don’t minimise the fact that the 
economic consideration is overwhelming- 
ly important, because both social justice 
and political wisdom require that our 
economy be soundly based, that we 
should be making good progress and 
that our decisions shouid be such as to 
ensure the stability on which sound 
progress depends. 

Then, having looked at the total pic- 
ture of what the varicus departments 
want, we turn our minds to various ele- 
ments of policy which the Government 
may feel it desirable to introduce. Not 
all, of course, are accepted, perhaps very 
few, but many more are considered as 
we study the possibilities. 

First we must start with certain 
broad objectives in our budget policy, 
these being the desired requirements of 
our national circumstances. Our objec- 
tive, firstly, will be to develop Australia 
by growth of population and industry, 
and to maintain an adequate defence 
system. 

Secondly, we will wish to keep em- 
ployment high, and for this purpose see 
that internal demand is _ sufficiently 
buoyant to provide for those willing and 
able to work, but, at the same time, not 
so strong as to produce the evils which 
come with over-full employment. 


Thirdly, we will aim to keep prices 
stable and to avoid the evils both of in- 
flation and deflation. 

Generally, our objective will be to 
strengthen and make Australia more 
prosperous and improve the living stan- 
dards of our people. 

I don’t think anyone will quarrel with 
this as a statement of broad objectives. 
To maintain these three basic elements 
comfortably in harness together is really 
the critical problem of budget making 
throughout the world, and a moment's 
thought and reflection will, I think, de- 
monstrate how hard that task is, be- 
cause they can often pull one against 
the other. It was once said that it is 
possible to realise only two of those 
three objectives at the one time. De- 
velopment could be maintained and 
costs could be kept stable, but to do 
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that and keep employment high is ex- 
tremely difficult. It is possible to have 
development and full employment, but 
we would find it hard to keep prices 
stable at the same time. 

To keep the three elements together in 
harmony is something that has eluded 
most governments throughout the world. 
Australia has undoubtedly enhanced its 
prestige internationally over recent years 
by the skill and success with which, sub- 
ject to minor fluctuations, we have been 
able to keep together in comparative 
harmony these three great objectives of 
development. This has been achieved 
through population growth and industrial 
expansicn, associated with full employ- 
ment, and by a relatively stable level 
of costs and prices. For example, N.S.W. 
this year will have had the smallest 
variation in costs and prices of any 
year since 1953-54, although it has been 
a year in which the high level of em- 
ployment has been maintained and our 
development has been sustained. 

Inside this broad framework of 


policy are to be found many important 


elements which tend to compete one with 
the other. For example, the claim for 
development expenditures may be re- 
stricted by the needs of defence. On the 
other hand, we may find requests for 
increased social services having to be 
restricted, because of the pressures which 
develop for some reduction of taxation. 

You might be interested to have a 
few statistics bearing on the nature of 
requests which come to the Treasurer 
in the course of a normal year. I have 
already received over 1000 separate 
identifiable requests for taxation relief. 

I have not attempted to tot up the 
number of requests I have received for 
additional expenditure, but I will give 
you a couple of illustrations of such 
requests which have come from quite 
responsible organisations. Take, for 
instance, requests in the field of social 
service expenditure. Most pecple who 
have examined the figures will agree 
that there has been a remarkable in- 
crease in social service expenditures in 
recent years. Between 1950-51 and 
1958-59, expenditure from the National 
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Welfare Fund increased from £115 
million to £278 million. 


One of the requests which came to 
me recently was for the age pension to 
be made half the basic wage: that would 
cost an additional £85 million. An- 
other request — to double the rates of 
child endowment—would cost £65 mil- 
lion, a total of £150 million in two 
items. 

Some people don’t stop at just mak- 
ing requests either for taxation relief 
or for increased expenditure. Being a 
little more optimistic, they would like to 
have it both ways. They ask me both for 
taxation relief and for increased expen- 
diture—an objective which most Trea- 
surers find pretty much beyond their 
capacity, except in minor degree. One 
such request which reached me—again 
from one of our leading organisations— 
was for an increase of £1 per week in 
the rate of pensions, which would have 
cost £33,500,000, and abolition of the 
pay - roll tax, another cost of 
£52,500,000, or £86 million in the 
aggregate. 

From those illustrations you will get 
some idea of how tough the game can be 
for a Federal Treasurer. Having heard 
the pleas of State Premiers, the re- 
quests of my Cabinet colleagues, the 
very proper requests put to me by re- 
presentatives of people who want in- 
creased social service payments and those 
which come from the various taxpayers’ 
associations, I have come to the con- 
clusion that the only type of man who 
could enjoy the job of Treasurer is a 
sadist with a heart of stone. 

This year we shall be budgeting for a 
quite considerable deficit, and you, as 
accountants, know what that normally 
means in a business undertaking... It 
might be asked reasonably by people 
such as yourselves why, in a year of 
good prosperity nationally, with our re- 
sources pretty fully employed, do we find 
it necessary to budget for a deficit. There 
are various powerful reasons against the 
possibility of our balancing our budget 
this year. The first is the need to provide 
from our loan raisings far more money 
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for expenditures normally regarded as 
capital items. We attempt to raise as 
much money as we can inside Australia 
and overseas, but the total falls short 
of the combined requirements of the 
Commonwealth and States. 


Last year was our most successful 
peacetime year of loan raising in the 
history of this country, and it still did 
not measure up to the finance required 
for these capital items. We nearly 
covered the bill for the States, but we 
had to pay for all Commonwealth capi- 
tal works out of our revenue. 


Another factor somewhat embarras- 
sing at this time—embarrassing purely 
in the sense that it makes it harder for us 
to balance our budget—is that we have 
entered the period in which the war 
loans are maturing. Commencing last year 
and continuing till 1962-63, we have to 
face the problem of financing consider- 
ably increased redemptions arising from 
the fact that a certain number of people 
want to have their bonds cashed as they 
mature, rather than convert them. I 
hope that at least a proportion of people 
will continue their investment in the 
form of Commonwealth Securities, but 
we must make due allowance in our 
accounts for the fact that in these years 
we will have an abnormally high bill 
on the expenditure side. 


Of course we can’t contemplate with 
any degree of comfort a situation in 
which we go on indefinitely with deficit 
financing. It would not be healthy in 
an ordinary trading concern, and, al- 
though the considerations | have men- 
tioned are powerful, we must aim at 
bringing our accounts into balance as 
soon as we reasonably can. We must 
have proper regard to the avoidance of 
imposing taxation burdens which them- 
selves damage incentive and retard de- 
velopment, and that is one of the con- 
siderations which has been in our minds 
over recent years. However, we can’t 
contemplate a situation in which, be- 
cause we haven’t been prepared to face 
up to the responsibility of balancing 
our budget, we build up a cost and 
price structure which makes it just so 
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much harder to trade overseas. In turn 
this has a tendency to discourage in- 
vestment inside Australia, and to dis- 
courage the investment of overseas funds 
here. We have been fortunate to have 
gone through the vicissitudes of the 
last year or two almost painlessly, and 
we have been able to do that because 
people inside and outside Australia have 
had confidence in the way the country 
is progressing. Undoubtedly there has 
been a general feeling that the base for 
the country’s development is sound. 


There are few countries in the world 
today which present a better picture of 
stability than Australia. We enjoy eco- 
nomic, political and social stability and 
a high degree of industrial stability—the 
volume of industrial trouble in our 
community is negligible these days. 


It would be the height of folly to 
pursue financial and economic policies 
which might destroy the wonderfully 
secure base established, or which created 
such a pressure of internal demand, or 
which so depressed our activities, that 
we were unable to maintain the employ- 
ment of our resources, as we are doing 
at this time. If any of these things 
happened, then we could expect a loss 
of that confidence which has meant so 
much to us as a government, so much to 
industry and so much to Australia. The 
manner in which industry has benefited 
is shown by the fact that 1958 has pro- 
duced £160 million of new money in- 
vested in Australian companies, com- 
pared with £100 million or so achieved 
in 1957. The rate of capital inflow is 
steadily increasing, and we had a record 
peace-time loan raising year in 1958-59. 
If we can maintain these conditions by 
the policies we adopt, then who can put 
bounds to the prosperity and progress of 
this country? I believe with full confi- 
dence that we have a very favourable 
period ahead of us. I hope that all that 
I, as Treasurer, and the Government of 
which I am a member, will do in the 
course of this next Budget session will 
enhance and extend the bright prospects 
of our country. 
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Contributions to Superannuation Funds 
No. 2 


By C. MONTAGUE ORR, B.EC., F.A.S.A., F.C.LS. 


In the second part of this article, a 
summary is given of a number of de- 
cisions of the Income Tax Board of 
Review dealing with the allowance of 
deductions for contributions to super- 
annuation funds in excess of the statu- 
tory maximum. 


2 C.T.B.R. (N.S.), Case 23: 

Taxpayer was a non-private company 
which had contributed to a fund one of 
the objects of which was to pay each 
member on retirement at 65 a sum which 
would purchase an annuity, for a period 
of ten years, equal to half the salary at 
the date of entry to the fund. The com- 
pany’s contribution exceeded both £100 
(as the first “leg” of the limit was at that 
time) and 5% of salary in respect of 
five employees, and in only one case did 
the Commissioner exercise his discre- 
tion to allow an amount in excess of the 
maximum provided by Section 66 (3 
(c). The Commissioner’s representative 
contended that as the company had taken 
into account employees’ salaries at the 
date of joining the fund, it was reason- 
able for the Commissioner to take the 
same rate of salary into account and not 
the salary at retiring age. The Board re- 
jected that argument, and also disre- 
garded the employees’ contributions, be- 
ing of the opinion that provisions for life 
assurance Or superannuation by an em- 
ployee out of his own resources should 
not be taken into consideration when 
determining the deduction allowable to 
the employer. 


The Board decided that there was 
justification for a higher allowance in 





1944-5 £907 xX 
1945-6 907 X 
1946-7 994 » 
1947-8 1,032 
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TABLE IL. 


= £1,814 
1S314—£1138 = 
1,988— 226 1,762 
2,064- 


three cases ‘having regard to the facts 

. including the years of service, age 
at entry, and retiring age which is fixed 
at what may well be regarded as the 
normal retiring age of 65 years a 
The level of current salary earned was 
also taken into consideration when as- 
sessing the adequacy of the annuity that 
could be purchased at age 65 with the 
proceeds of the retiring allowance. The 
basis of calculation for each of the 
years in question was twice the current 
year’s salary less the cumulative con- 
tributions for the previous year or years 
divided by the prospective years to age 
65. (See Table 1.) 


Testing the results—£113 invested at 
442% compcund interest (the rate the 
Commissioner is required to adopt in 
calculating the value of life or other 
interests for periods certain for estate 
and gift duty purposes) for sixteen years, 
£113 for fifteen years, £126 for fourteen 
years and £132 for thirteen years would 
aggregate £2,946. This sum invested at 
442% p.a. for the life expectancy of 
a male of 65 years would yield an an- 
nuity of £350. An allowance of £100 
per annum, as made in the assessments, 
accumulated to age 65 would purchase 
an annuity of £261 for the same period. 
The Board considered the annuity of 
£350 was more reasonable than the 
Commissioner’s £261. 


2 C.T.B.R.(N.S.), Case 62. 


Portion of this case referred to a 
policy for £2,128 effected on the life 





16 years 
15 years 
14 years 
13 years 


£1,701 


352 1,712 





of the managing director of a private 
company in his 61st year (at the time 
of the establishment of the fund) whose 
salary in 1946-7 and 1947-8 was £1,616 
and £2,050 respectively and who was 
subject to the retiring age provision of 
65 years. The annual premium was £500 
and the value of the policy £2,128. The 
Commissioner allowed only £200. The 
Board pointed out that a contribution 
of £500 per annum for four years would 
amount to £2,000 which was less than 
twice the amount of even the smaller 
salary. “These factors are such that, 
in our opinion, special circumstances 
exist which warrant the allowance of 
the full amount provided by the com- 
pany.” The Board may have decided 
in favour of contributions of £816 for 
the first year and £1,094 for the second 
year if they had been paid and claimed, 
as these amounts would amount at 
age 65 to twice the salary at the re- 
levant times. 


3 C.T.B.R.(N.S.), Case 66. 


In 1944, a non-private company estab- 
lished a staff retiring fund (voluntary and 
non-contributory) and made an initial 
contribution of £6,000. The normal re- 
tiring age was set down at 60 years. The 
Commissioner did not exercise his discre- 
tion under Section 79 (4) to allow any 
amount in excess of the maximum pro- 
vided by Section 79 (3) except to allow 
certain small amounts. These amounts 
were arrived at on the basis that a nor- 
mal retiring allowance would be twice 
an employee’s salary at the time of join- 
ing the fund. In the case of the three 
managing directors who were major 
shareholders, the Commissioner did not 
exercise his discretion under Section 79 





(1) Total years of past and future service 
to 65 years 


(2) Total years of past and future service 
to 65 years 


(3) Total years of past and future service 
to 65 years & 
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TABLE Il. 


(4). In the headnote to the report on 
the case, the following summary is pro- 
vided: 


“In allowing, because of ‘special circum. 
stances’ such higher amounts as they thought 
reasonable in respect of five specified em- 
ployees, including the joint managing direc. 
tors, a majority of the Board stated the 
following general considerations: 


(a) Twice the annual salary at the time of 
joining a fund is, more often than not 
less than an adequate retiring allowance 

(b) Long service is a ‘special circumstance. 

(c) Normal retiring age for directors is 65 
years. 

(d) Giving weight to (b) and (c), a reason- 
able annual contribution for each em- 
ployee may be calculated by multiplying 
one-twelfth of his annual salary on join- 
ing the fund by the total of past and 
future years’ service up to retiring age 
and dividing the result by the number 
of future years of service to retiring age 

(e) The amount arrived at as in (d) above 
is to be adjusted in accord with the limi- 
tation implied by Section 79(3) to an 
amount not greater than the total of 
the maximum annual contributions per- 
missible under Section 79(3) for the 
whole of the employee’s past and ex- 
pected future years of service. 

(f) The shareholding interest of working 
directors of a non-private company is not 
a factor in determining whether or not 
Section 79(4) should be applied.” 


The main point decided by the Board ac- 
cording to the law as it was then, was that 
where long service was the only special cir- 
cumstance, the lesser of three amounts was 
to be the annual deduction subject to the 
amount of contribution made and claimed 
(See Table II.) 


5 C.T.B.R. (N.S.), Case 62. 


This case was heard in 1955 although 
it was in respect of the income year 
1949 when the maximum deduction was 
£100 or 5%. It was decided in part 
against the taxpayer on the ground that 





Annual salary ._ Number future years 


“service to 65 years 
Number future years’ 
service to 65 years 
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the maximum of £100 multiplied by 
the number of past and prospective years’ 
service exceeded the equivalent of two 
years’ Salary. The Board agreed with 
an observation of a member of the Board 
in 14 C.T.B.R. Case 31, as follows: 


“The ‘special circumstances’ contemplated by 
Section 66(4) are, in mv opinion, circum- 
stances where, in relation to the case of any 
particular employee who is to benefit from 
the fund, an annual contribution of £100 (or 
5% of his remuneration, as the case may be) 
is unlikely to provide for him a reasonable 
allowance on his retirement.” 

“Without attempting to specify in advance 
all the circumstances which might conceiv- 
ably be regarded as ‘special,’ in this connec- 
tion one illustration derived from the sug- 
gestion of the company’s representative in a 
somewhat analogous case recently before the 
Board might be given; that is the case of an 
employee who has given his employer long 
service and who has (say) only one or two 
years to go before retirement and in respect 
of whom, owing, for example, to the recent 
initiation of a superannuation fund by the 
employer, £100 or 5% of his annual remunera- 
tion per annum, would not provide a reason- 
ably adequate retiring allowance.” 


6 C.T.B.R.(N.S.), Case 18. 


Taxpayer, a non-private company, by 
deed dated November, 1953, provided 
for retiring allowances for its accountant 
and general manager in the form of fixed 
endowment policies without bonuses or 
interest accruing. The manager, whose 
salary and bonus over seven years aver- 
aged £3,000 yearly, would receive £7,500 
at age 66 or prior death. The company 
undertook to pay all ten annual pre- 
miums of £760. By 1953 he had served 
the company for 25 years and had an- 
other ten years to serve before retire- 
ment. Of the company’s paid-up capital 
of £41,800, he held only £100. In 
November, 1953, sales (of wheat, flour 
and other products of the mill) totalled 
£442,315, the net profit after tax was 
£14,639, and a dividend of £8,360 was 
paid. It was stressed by the company’s 
auditor that the manager’s services had 
been of great value to the company. 


The Commissioner, admitting special 
circumstances, allowed a deduction of 
£600 on the basis that £6,000 would 
be a reasonable retiring allowance. 
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It was considered that, as the Com- 
missioner had admitted that special cir- 
cumstances existed, the real issue for 
the Board was the quantum of retiring 
allowance followed by the calculation of 
the annual premium to produce that 
amount. 


The Chairman of the Board stated that 
the Commissioner had on occasion sub- 
mitted that twice an employee’s annual 
salary on retirement would in general cir- 
cumstances provide a satisfactory re- 
tiring allowance. However, as shown in 
the recital of facts in 14 C.T.B.R. Case 
34, the Commissioner had at least on 
one occasion been disposed to regard 
three years’ salary as not being exces- 
sive. He also recalled that the Board, 
in 3 C.T.B.R., (N.S.) Case 66, had 
adopted as a starting point a retiring 
allowance based on one month’s salary 
for each year of the employee’s service 
(past and estimated future) with the 
taxpayer. In the present case, the Com- 
missioner had stated that the deduction 
allowed of £600 represented 2.4 times 


the salary, but the Board pointed out that 
he had ignored the regular bonus which, 
because of its regularly, must be taken 
into consideration as part of the re- 
muneration. 


The manager’s annual remuneration 
was £3,000 and the retiring allowance 
of £7,500 therefore represented 2! 
times that figure. The Chairman con- 
sidered that in view of the nature of the 
services rendered by the manager, the 
worth of his services to the company 
and the period of past and prospective 
employment, the deduction claimed by 
the company was reasonable. 


Mr. A. C. Leslie (Member) listed the 
following as the special circumstances 
as he saw them: Length of service 
(“He has grown old in the service of 
the taxpayer”). Amount of time which 
is available to accumulate retiring allow- 
ance. Age. Remuneration, and in view 
of the manager having conducted the 
taxpayer’s affairs for 25 years and apart 
from ten shares of £10 each he would 
not be taking anything with him on re- 
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tirement' at 66 except his retiring allow- 
ance, hé''felt he was entitled to some- 
thing well in excess of the normal allow- 
ance—in this case the amount claimed 
by the company, namely £760 per an- 
num. 

The minority decision was based on 
the following factors: (a) 5% of the 
1952 remuneration of £3,250 came to 
£162/10/-, which was less than the pre- 
scribed £200; (b) On the basis of one 
month’s remuneration for each of the 
36 years of past and future service, a 
reasonable retiring allowance would be 
36 x (£3,250 divided by 12), i.e., £9,750 
(using ‘the 1952 remuneration) or 
£8,775 (using the average remuneration 
of the six years to and including 1955); 
(c) both ‘these sums exceeded £7,200 
which: would be the total retiring allow- 
ance accumulated by the company if 
the maximum of £200 had been set 
aside in respect of each and every year 
of service; (d) in a case such as this 
where ‘the. number of years of service 
is the only special circumstance, a sum 
no greater than the maximum specified 
should be:taken into account; (e) there- 
fore the £7,200 should be spread over 
the ten ‘years of remaining service to 
give the company a deduction of £720 
per annum. 


7 C.T.B.R.(N.S.), Case 120. 
Taxpayer, a private company, made 
payments in 1956 to an insurance com- 
pany in respect of policies of £10,000 
each for the managing director “A” and 
director-manager “B”, the annual pre- 
miums being £1,319 and £350 respec- 
tively, their ages being 58 and 35 and 
their salaries for 1955 £2,600 and £1,105 
and for 1956 £2,080 and £1,300. The 
Commissioner reduced the allowable de- 
ductions:of premiums to £750 and £200. 


The Board pointed out that the Com- 
missioner’s allowance of £750 if con- 
tinued for the remaining six years would 
accumulate to £4,500, plus the £750 for 
the first year, i.e., £5,250 and the £200 
for 29 years, plus the first year would 
accumulate to £6,000, both of which 
capital sums exceeded two years’ re- 
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muneration. The decision of the Board 
was that in the case of “A,” the Com- 
missicner had properly exercised his 
power with regard to the assessment of 
“special circumstances,” and that no 
special circumstances existed so far as 
“B” was concerned. The Board added 
that the Commissioner’s allowances 
would produce at age 65 capital sums 
of £6,014 and £12,201 which would 
buy annuities of £650 and £1,318 using 
the compound interest rate of 44%. 
Unfortunately, the report of the case 
does not indicate the number of years 
service the employees had had prior to 
1956. If that information was available, 
it might be easier to understand why 
the Board considered a £650 annuity 
to be adequate fer the managing director 
by comparison with an annuity of £1,318 
for the director-manager. 
8 C.T.B.R.(N.S.), Case 24. 

Taxpayer was a public company which 
claimed a deduction under Section 66 of 
£883 representing premiums paid dur- 
ing 1955/56 to an insurance company 
on behalf of its managing director who 
had had 32 years of service, with 16 
years to go before he retired and who was 
also a very small shareholder. His 
salary in 1955 was £4,130 and in 1956 
£4,580. On objection, the Commissioner 
increased the deduction allowed from 
£207 to £500. The Board reiterated views 
expressed in 2 C.T.B.R.(N.S.), Case 23 
which were briefly — (a) as far as 
possible, an endeavour should be made 
to provide for a sum payable upon fe- 
tirement equivalent to two years’ salary 
at the date of retirement without regard 
to the interest which might accrue on 
investment and (b) the employer's con- 
tributions should be disregarded. 

The Board’s calculations are shown in 
brief: 
(A) Provision to 30/6/1955 £768 | 6 

from 30/6/55 for 
16 years @ 


£883 /3/7 14,130 17 4 


£14,898 18 10 


The Board thcught that this amount 
was excessive because it represented more 
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than three years’ remuneration without 
possible bonuses to be declared by the 
insurance company. 


(B) Managing director's salary for 
1956 


£4,580 


xX 2= £9,160 


Deduct premiums paid by com- 
pany up to 30/6/55 (presum- 
ably allowed as deductions in 
previous years) 768 


£8,392 
Remaining years of service to age 65 
= 16 


Remnant of two years’ salary spread 

over sixteen years (p.a.) £525 
Amount allowed by the Commissioner 

(p.a.) 500 


Additional deduction allowed by board 
(p.a.) £25 


By way of “proving” its reasoning, 
the Board pointed out that the provi- 
sions made by the company, if invested 
at 44%2% compound interest, would 
amount to £22,210 at the date of re- 
tirement which could purchase an an- 
nuity of £2,400 over the 12% years 
expectation of life of a male aged 65. 
By comparison, the amounts allowed by 
the Board would, similarly invested, 
amount to £15,840 and provide an an- 
nuity of £1,710—which the Board con- 
sidered reasonable. 


In their calculations, although they 
assert they are preserving the basis of 
two years’ salary at the date of retire- 
ment, members of the Board made no 
reference to the effects of possible in- 
flation or to the probability of the manag- 
ing director’s salary growing to a greater 
figure in the course of the subsequent 
16 years. However, with each increase 
in salary, the company could increase its 
contribution and claim an increased de- 
duction calculated on the basis adopted 
by the Board. 


Administrative Practice: 


A study of these and other cases and 
the experience generally of taxation ad- 
visers, suggest that the Commissioner, in 
determining whether special circum- 
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stances apply, would be guided by the 
following considerations: 


(a) Length of service with employer includ- 
ing service as employee, partner or pro- 
prietor of business taken over by tax- 
payer-company. 

(b) Age at entry. 

(c) Period remaining to date of normal re- 
tirement which is considered to be 65 
(males) and 60 (females) except per- 
haps manual workers (males) where 
age 60 might be considered and also in 
industries where earlier retiring ages are 
usual. 

Conditions peculiar to job causing pre- 
mature retirement, e.g., physical and men- 
tal strain. 

(e) Nature of services rendered and respon- 
sibilities. 

(f) Worth of services to taxpayer by way 
of technical skill, ability and/or experi- 
ence, although it could be argued in this 
connection (and in connection with (d) 
and (e) above) that these factors would 
be reflected in the salary which is the 
figure on which the calculation of a 
reasonable retiring allowance is based. 

(g) Necessity to provide for long service 
leave. 


It appears that the following do not 
influence the decision as to whether 
special circumstances exist: 


(a) Insurances taken out by the employee pri- 
vately. 

(b) Contributions to the fund by the em- 
ployee. 

(c) Shareholding interest of employee in non- 
private company (the company making 
the contribution to the fund). 

(d) Employer and/or employee arrangement 
to retire earlier than the normal retir- 
ing age. 

(e) Argument that employee's remuneration is 
less than a fair return for the services 
rendered. 

(f) Assets of employee except perhaps value 
of shares held in relevant private com- 
pany especially where the employee holds 
a controlling interest. 


It has been contended that the follow- 
ing “circumstances” should not be re- 
lied on as “special”: 

(a) Valuable services rendered in the past. 
(b) Large initial contribution. 


Amount of Retiring Allowance: 


It seems that the Commissioner has 
regard to a formula when determining 
a reasonable retiring allowance. The 
general experience appears to be that, 
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subject to Section 66 (2) (c) and Section 
79 (2) (c), where the remuneration of 
the employee in the previous income 
year is £2,000 or less, a reasonable lump 
sum retiring allowance would be three 
times the remuneration—reducing by 
one-eighth for each increase of £1,000 
until, for an annual £10,000 and over, 
the maximum retiring allowance would 
be twice £10,000, i.e., £20,000. For ex- 
ample, the lump sum retiring allowance 
for a salary of £2,000 would be £6,000 
for £4,000 would be £11,000, and 
£10,000 and over £10,000 would be re- 
lated to a retiring allowance of £20,000 
—always subject to the limit of the 
actual contribution claimed. 


Although the Commissioner may not 
accept this view, it seems that as the 
value of an endowment policy maturing 
at retiring age would be taken as the 
value of a retiring allowance, the sur- 
render value at normal retiring age of a 
whole-of-life policy should be the amount 
considered by the Commission in exer- 
cising his discretion. 

In the case of public companies, it 
is the practice to allow the maximum of 
£200 per annum in respect of a part- 
time director although such director 
might serve on the board of other com- 
panies on a similar basis and be a mem- 
ber of their superannuation funds. In 


other words, each public company should 
be allowed up to £200 per annum for 
the same part-time director. 

It is worth repeating that a private 
company-taxpayer is in a strong position 
regarding employee/shareholders and the 
exercise of the Commissioner’s discre- 
tion under Section 64 (4) if benefits ac- 
cruing to those employees are on no more 
favourable a basis than those accruing 
to ordinary employees. 


Pension Funds: 


There are few, if any, reports of cases 
involving pensions, possibly because the 
Commissioner shows more tolerance to- 
wards pension schemes as such in view 
of their being fully taxable in the hands 
of pensioners (subject of course to the 
concessions allowed to aged persons). 

The following appears to be the 
method adopted by the Commissioner in 
considering amounts of pensions allow- 
able: 

(a) One-eightieth of current salary multiplied 
by the number of years of service with 
a maximum of one half salary on con- 
dition that no more than the greater of 
25% or £2,500 is paid in addition as 4 
lump sum upon retirement. 

Irrespective of whether a lump sum is 
also given, the maximum of one-half 
salary is subject to a limit of £4,000. 
The part of the pension paid for by the 
employees’ contributions is excluded from 
the above calculations 





Notes on Selected Tax Cases 
By D. C. WILKINS, B.coM., A.a.s.A 


LEASE OF PREMISES REQUIRING 
REPAIRS: 

The Board of Review decided 

that the cost of repairs to premises, 

a lease of which had been recently 

acquired, was not allowable under 

Section 53 of the Income Tax As- 

sessment Act, as it was of a capital 
nature. 

The freehold of business premises was 

owned by an individual, X, who oper- 

ated as a motor trader. In June, 1954, 


434 


a company, X Pty. Ltd., was incorporated 
to carry on the business previously con- 
ducted by X, and this company leased 
the premises at a rental of £1,000 per 
annum. 


About one year later, a further com- 
pany (the taxpayer company) was in- 
cerporated and took over part of the 
business, sharing the rental of the pre- 
mises with X Pty. Ltd., and assuming an 
obligation to keep the premises it occu- 
pied in repair. 

{ueust, 1959 


The Australian Accountant, 





Before the Board of Review, in 8 
C.T.B.R.(N.S.) Case 21, in was stated 
that the premises were in a bad state of 
repair prior to the taxpayer company 
entering into occupation, and that the 
rent of £1,000 fixed when X Pty. Ltd. 
leased the premises was lower than would 
have been required if X Pty. Ltd. had 
not undertaken to effect repairs. 


The taxpayer company spent £671 on 
a corrugated asbestos cement roof on the 
building, to replace the corrugated iron 
roof. The Commissioner contended that 
the expenditure was of a capital nature 
as the need for repairs arose prior to 
the premises becoming occupied by the 
company; alternatively the degree of im- 
provement of the building was such that 
the expenditure was on capital account. 


The Board took the view that it was 
of no consequence that the rental was 
lower than it would have been if the tax- 
payer company had not agreed to carry 
out necessary repairs; the fact that the 
company occupied the premises as a lessee 
on the understanding that such necessary 
repairs would be undertaken did not, the 
Board considered, take the case outside 
the principle enunciated in Law Shipping 
Co. Ltd. v. Inland Revenue Commis- 
sioners (1923) 12 T.C. 621. The de- 
cision of the English High Court in 
Jackson v. Laskers Home Furnishers Ltd. 
(1956) 3 All E.R. 891 (reported in the 
June, 1957 issue of The Australian Ac- 
countant), where a lessee incurred ex- 
penditure on repairs in order to render 
premises fit for use in the business, was 
regarded as authority for this view. 

The expenditure incurred by the lessee 
company on the roofing was accordingly 
treated as capital, of the nature of 
“initial” repairs, and thus not allowable 
under Section 53. 


Mr. R. E. O'Neill (Member) repeated 
an opinion which he had expressed in 
an earlier Board case, to the effect that 
the Law Shipping case “establishes that 
expenditure upon repairs is of a capital 
nature where it is made to bring a newly 
acquired asset up to a standard adequate 
for its intended or actual income-pro- 
ductive use or, to put it another way, 
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where the expenditure is made in such 
circumstances that it forms a real ele- 
ment in the establishment or setting 
up cf the property for income produc- 
tion.” 


PROFITS FROM SALVAGE: 


The net proceeds from the sale 
of material salvaged from the wreck 
of a cargo steamer were treated as 
assessable income under Section 
26 (a) of the Income Tax Assess- 
ment Act. 


In 1950, a cargo steamer was stranded 
on a reef about half a mile off the coast 
of Australia. The cargo consisted of a 
number of car bodies (which were later 
ferried ashore), and some 9,200 tons of 
iron ore. 

The ship was inspected by a marine 
surveyor, who reported finally that no 
salvage operations could be undertaken, 
in view of the manner in which the 
vessel was lying on the rocks, and the 
fact that extensive structural damage 
would occur when the weather deteri- 
orated. 

The taxpayer and his brother sub- 
mitted a tender for the purchase of the 
ship as she lay. He stated that on in- 
specting the vessel he had considered 
that it could be refloated, despite the 
opinion of the experts, and that thei: 
intention was, if refloating was successful, 
to repair and operate the ship on charter 
The proceeds of the sale of salvaged 
gear was to be used to finance the cost 
of refloating. The tender of £1,275 was 
accepted. 

Part of the ship’s movable gear was 
removed, and pumping commenced, but 
ensuing bad weather caused serious 
damage. It was then decided to abandon 
any idea of refloating the vessel. 


Efforts were then made over the next 
few months to salvage the remainder of 
the removable gear. The total receipts 
from the sale of the salvage, including 
£700 for the wreck itself, was £11,733. 
and the total of the various expenses in- 
curred by the syndicate was £4,250. The 
Commissioner assessed the taxpayer on 
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his one-half share of the profit for the 
year concerned, applying Section 26(a), 
which operates to include in assessable 
income profit arising from the sale of 
property acquired for the purpose of 
profit-making by sale, or from the carry- 
ing on cf a profit-making undertaking or 
scheme. 


At the Board hearing, reported in 
8 C.T.B.R.(N.S.) Case 16, the tax- 
payer’s representative submitted that the 
dominant motive in acquiring the vessel 
was to refloat it and use it as an income- 
producing asset, and that the proceeds 
of sale of salvaged material was not as- 
sessable income. 


By majority, the Board was not satis- 
fied that the dominant purpose of pro- 


fit-making by sale was absent when the 
wreck was acquired. It was considered 
that the refloating and chartering of the 
vessel was a strong motive, but not the 
dominant one, as there was more likeli- 
hood of salvage than of refloating. The 
intention, in the view of the majority, 
was to make the best of the venture, in 
relation to both the vessel and the gear, 
by retaining the vessel as a capital asset 
if it were possible, but if not, by dis- 
posing of the vessel and the gear on the 
most profitable terms. The application 
of Section 26(a) to the profit made by 
the taxpayer and his brother on the 
venture was therefore held to be correct. 


The taxpayer has lodged notice of 
appeal to the High Court against the 
decision of the Board. 





* 
TAX PRACTICE 


A private company, resident 
of Australia, derives income 
partly from an Australian busi- 
ness and partly from a business 
carried on outside Australia. 
The ex-Australian income is 
subject to tax in the overseas 
country, and is therefore exempt 
from Australian tax under Sec- 
tion 23 (q). A dividend is paid 
out of the balance standing to 
the credit of the profit and loss 
appropriation account, repre- 
senting both Australian and ex- 
Australian profits. How is this 
dividend treated for the purpose 
of the Undistributed Profits 
Tax calculation? 


In ascertaining whether, for any 
year of income, a private company 
has made a “sufficient distribution,” 
Section 105A _ provides that the 
amount of the dividends paid dur- 
ing the prescribed period is to be 
deducted from the excess of the 
distributable income over the reten- 
tion allowance. “Dividends paid” 
for this purpose excludes “special 





fund dividends,” which are those 
exempt in the shareholders’ hands, 
being covered by Section 44 (2) or 
Section 107. 


Thus, provided the dividend is 
paid (which includes credited) dur- 
ing the prescribed period of one year 
commencing two months before the 
end of the year of income, and is 
not a “special fund dividend,” it will 
be taken into account in determining 
whether there has been a “sufficient 
distribution” for that year even 
though it has been paid partly out 
of income which has been exempted 
from Australian tax by the opera- 
tion of Section 23 (q)). 


Thus, in the Division 7 calcula- 
tion, the Australian taxable income 
is taken as the starting figure, but 
the dividends to be deducted in 
order to arrive at the “undistributed 
amcunt” or the “excess distribution” 
are not confined to those paid out 
of the taxable profits, and an ap- 
portionment of the dividend is con- 
sequently not necessary. 
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HOUSING AND WELFARE 
EXPENDITURE: 


The High Court held that ex- 
penditure by a mining company on 
housing and welfare does not fall 
within the category of “develop- 
ment of the mining property” for 
the purposes of Division 10 of the 
Income Tax Assessment Act. 


Before the amendments to the Min- 
ing Division of the Act were made in 
1951, Section 122 provided for the al- 
lowance of a deduction for capital ex- 
penditure on necessary plant and de- 
velopment of the mining property. This 
deduction was allowed over the estimated 
life of the mine, or if an election was 
made under Section 123, a straight-out 
deduction was permitted. 


In 1954, the High Court, in Mount 
Isa Mines Ltd. v. Federal Commissioner 
of Taxation (1955) 6 A.I.T.R. 346 de- 
cided that the cost of establishing a new 
township on the company’s mining pro- 
perty at Mt. Isa represented capital ex- 
penditure incurred in the development 
of the mining property. 


The 1951 amendments expanded the 
categories of capital expenditure which 
could be claimed as a deduction by min- 
ing companies, by providing for allow- 
ances for necessary plant, development 
of the mining property or housing and 
welfare. “Housing and welfare” included 
residential accommodation for employees 
or their dependants situated on or ad- 
jacent to the mining property and on 
health, educational, recreational or simi- 
lar facilities provided principally for the 
welfare of employees or their depend- 
ants. 


These categories of capital expendi- 
ture can be allowed as a deduction 
over the life of the mine (or 25 years, 
whichever period is the shorter). Ex- 
penditure on plant and development (but 
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not on housing and .welfare) can be 
allowed in the year in which it is in- 
curred, if an appropriate election under 
Section 122A is made. 


In 1956, the taxpayer company, Mt. 
Isa Mines Ltd., spent £821;751 on 
what was described as community assets 
(civil work in connection .with: housing 
such as fencing, draining, making streets, 
providing water and power, etc.) and 
claimed a deduction of the.,full amount 
in that year, contending that..the capital 
expenditure represented development of 
the mining property, for which a straight- 
out deduction should be allowed, as 
the election under Section 122A had been 
made. 


The Commissioner took the view that 
the expenditure in question was on “hous- 
ing and welfare,” and that expenditure 
falling within that category cannot fall 
within the category of “development of 
the mining property.” Thus the Com- 
missioner contended that deductions 
spread over the period of 25 years were 
permitted by Section 122, and not a 
straight-out deduction in accordance with 
Section 122A. 


The High Court, in Mount Isa Mines 
Ltd. v. Federal Commissioner of Taxa- 
tion (1959), 33 A.L.J.R. 98 considered 
that expenditure on plant, development 
of the mining property, and housing and 
welfare, are in separate and distinct 
categories, and that any expenditure on 
housing and welfare is not expenditure 
on the development of the. mining pro- 
perty, as Section 122(1) now stands. 


Consequently, the company’s claim 
to have the 1956 expenditure on com- 
munity assets treated as.development of 
the mining property, because it was of 
a similar character to that. held to be 
capital expenditure on development un- 
der the Act as it stood before the 195! 
amendments, did not succeed. 





Income Tax in Papua and New Guinea 


By D. C. WILKINS, B.coM., 4.A.S.A. 


SUMMARY of the main features 

of the Papua and New Guinea In- 
come Tax Bill was set out in the June 
issue of The Australian Accountant. 


The Ordinance has now been passed 
by the Territory Legislative Council and 
will become effective when assent is 
granted. 

During the adjourned debate on the 
Bill a number of important amendments 
were introduced, the more interesting of 
which are referred to below. 


Commencement—It is proposed that 
tax will be imposed from | August, 1959. 


Minimum Taxable Income—Tax is 
not charged upon a taxable income which 
does not exceed £104 derived by an 
individual, a company in the capacity 
of a trustee, or a non-profit company. 

Exempt Income — Income derived 
from gold mining is exempt from tax. 
A partial exemption (similar to that 
provided by Section 23A of the Aus- 
tralian Income Tax Assessment Act) is 
provided in respect of income derived 
from mining for certain prescribed 
metals and minerals. 


Income from the sale of gold (as in 
Section 23C of the I.T.A.A.) and in- 
come from mining and treating uranium 
(as in Section 23D) are also exempted 
from tax. 


Dividends paid from the above classes 
of income (including dividends received 
through an interposed company) are in- 
cluded in exempt income. 


Depreciation Allowances for Primary 
Producers—Plant for the purposes of 
depreciation allowances, now includes 
fences, dams and structural improve- 
ments on land used for agricultural or 
pastoral pursuits and structural improve- 
ments used in connection with pearling 
operations. Structural improvements for 
domestic or residential purposes, except 
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those provided for employees, tenants 
or share farmers, are excluded from the 
definition of “plant.” 


Capital Expenditure Incurred by Prim- 
ary Producers—Expenditure on prevent- 
ing or combating soil erosion, and on 
the construction of dams, earth tanks, 
underground tanks, irrigation channels, 
etc., the sinking of bores and wells, and 
the construction of levee banks, are now 
included as allowable deductions. This 
is consistent with the provisions of the 
Australian Act. 


A deduction is also allowed of ex- 
penditure on the construction of roads, 
bridges, culverts and similar works on 
land used for primary production, on 
the planting of the land with trees, in- 
cluding the purchase of seed, seedlings 
ad cuttings, and on the construction or 
alteration of fences which are used to 
prevent animal pests from entering upon 
the land. 


Calls on Shares—A deduction is now 
allowed of one-third of the amount of 
calls paid on shares in a company min- 
ing or prospecting in the Territory or 
Australia for gold, silver, base metals, 
rare minerals, or oil, or in a company 
carrying on afforestation in the Terti- 
tory or Australia. 


Leases—The specific provisions in the 
Bill which appeared to be directed to- 
ward the restriction of deductions for 
“uncovenanted” leasehold improvements 
have been withdrawn. 


Mining leases are excluded from the 
Leases Division, unless an election is 
made to the effect that the lease pro- 
visions should apply. 

Mining Companies — Housing and 
welfare expenditure incurred by a milt- 
ing company is now included in the 
scope of the deductions allowed fot 
capital expenditure in connection with 
mining operations in the Territory. 
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Simplifying the Preparation of a 
Total Balance 


THE preparation of monthly trading 
statements for small businesses re- 
quires a rapid and non-tedious process of 
extracting the figures. The most satis- 
factory basis from which to work is a 
trial balance. The columnar form of 
ledger described in this paper saves time 
and provides a trial balance without ex- 
traction and it has other advantages. 


The usual form of ledger contains one 
sheet for each account and is ruled so 
that debits are entered on the left, 
credits on the right and it may have a 
column for entering the debit or credit 
balances. 


It is suggested that a single column 
ledger could be used with debits entered 
in black and credits in red. The balance 
on any account being, black for a debit, 
red for a credit. 


This could be taken a step further, so 
that (a) accounts normally with debit 
balances are separated from (b) 
accounts normally with credit balances. 
Entries in the (a) accounts will be debits 
in black, credits in red; and (b) accounts 
will be credits in black, debits in red. An 
excess of black entries will indicate 
normality according to the section; an ex- 
cess of red entries will indicate abnor- 
mality, i.e. balance is contrary to expec- 
tations. 


Instead of having a separate page for 
each account, one wide page is required, 
ruled as an analysis book with columns 
for date and details at left. Each money 
column is headed with the name of an 
account — those normally in debit on 
the left side of the page and those 
normally in credit on the right side, with 
a single money column between the two 
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sets, as a total column. Entries are posted 
to this columnar ledger, following the 
principles as outlined. 


Each of the books of original entry for 
any period (as will be obvious) could if 
required be expressed as a journal entry, 
i.e. the debits equal the credits. 


This new ledger can be posted as 
though these theoretical journal entries 
were in existence, ensuring that there is 
a headed column (i.e. account) for each 
group of transactions. There will be col- 
umns for bank account and cash on 
hand. Only one line is needed for the 
entries from one book of original entry, 
and only once is it necessary to write 
the words “Cash Receipts”, “Cash Pay- 
ments”, etc. The entries on that one 
line — both the debit side of the total 
column and the credit side of the total 
column — may be in red or black. When 
entries have been made from all the 
books of original entry, the page may be 
ruled across and totals of each column 
inserted in red or black as the case may 
be. The trial balance is then laid out. 
Any error in the “trial balance” can be 
found quickly as the whole ledger is on 
view, and if each line of entries is bal- 
anced as entered, any error is arithmeti- 
cal, in additions. 


Most columnar books, however, have 
insufficient columns to enable all the ex- 
pense accounts to be included so that 
they can all be seen at once. It is better 
to have an “Expense Ledger” column, 
and to provide a subsidiary detailed 
record of expenses in the back of the 
book. This record will either be in the 
same form, or if expenses are easily 
traced to their source, then one entry line 
for each month, or the expense account 
names could be entered in the detail col- 
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umn, and one column for each month 
across the page. 


This same book can provide pages for 
plant and equipment details in support of 
the column of that name in the general 
ledger and it allows for the entry of 
depreciation, additions and written down 
value of each item. 


Most small businesses will get three or 
four months’ entries on one page of the 
general ledger, and thus comparisons can 
be made readily, at least to the trial bal- 
ance stage, by turning back a few pages, 
when the entire comparison of all 
balances can be seen. 


It is possible to carry budget expense 
accounts, as memorandum or fact, 
estimated cost of sales column (account) 
which can be entered before the trial 
balance is taken. Taken to its logical con- 
clusion net estimated profit can be trans- 
ferred, after deducting drawings, to capi- 
tal account if for a sole trader. Then the 
trial balance (i.e. total of columns) is 
close to a balance sheet as well. 


The idea put forward in the foregoing 
is set up below as a sample set of entries 
from the books of an importing whole- 
saler—a_ sole trader —selling on a 
free-into-store basis. 


The accounts are factual but the 
figures used are hypothetical. All profits 
are drawn each month. The bank account 
includes No. 2 account holding funds of 
accrued expenses. The accrued expenses 
equal budget expenses (credit) less 
expense ledger total (debit). Net profit 
(i.e. drawings) equals sales less cost of 
sales plus budget expenses. The expense 
ledger at right is exceptional, but it is 
used so in connection with actual entry 
for budget expenses. Shillings and pence 
are omitted. 


This system is adaptable to any type of 
business and has been thoroughly tested 
in use for more than nine years in four 
different types of business. The system 
obviates a great deal of tedious work, it 
is fast and accurate 
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udget expenses ( £566) 


Sates £5.191 less cost of sales (£3,549) less b 
drawings 


£1,076 


NET PROFIT TO DATE 





drawings. 


Korean Economic Development 
1945-58 


By JIN-SOON LYOU, 


Professor of Economics, The Seoul National University, Korea. 


INCE the beginning of the twentieth 
century, Koreans have manifested 
to the world their heritage of a long 
brilliant history and a burning desire and 
undaunted courage in the struggle for 
peace even when they were a pawn in 
the power politics and political intrigues 
of the Far East. With the defeat of Japan 
in 1945, Korea escaped from colonial 
suppression and suffering. However, 
another period of darkness lay ahead for 
the Kcreans, the division of the country 
at the thirty-eighth parallel. In 1945, the 
northern part of Korea from the thirty- 
eighth parallel was occupied by the Soviet 
Russian Occupation Forces, and the 
southern part of Korea was under the 
United States Military Forces. 


In North Korea a puppet government 
replaced the Communist Russian Oc- 
cupaticn Forces. As for South Korea, 
“The Republic of Korea” took over the 
administrative powers from the American 
Military Government in Korea on August 
15, 1948, with the recognition by the 
United Nations that the Government of 
the Republic of Kcrea had supreme legal 
authority over the whole of Korea. 


The division of Korea at the thirty- 
eighth parallel caused political, economic 
and ideological difficulties to the Re- 
public of Korea and led finally to an 
international military conflict between 
Communism and democracy in June, 
1950. With the unprecedented co- 
operation and unity of the free nations, 
the military attack by the north Korean 
communists and Chinese communists 
against the Republic cf Korea in June, 
1950, was repelled and a truce was made 
in mid-1953. 
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* This is the second article in a series 
on South and South-East Asian 
countries appearing in “The Aus- 
tralian Accountant.” The articles 
are being published to acquaint 
members with the cultural and eco- 
nomic conditions currently existing 
in those countries which it is anti- 
cipated will be sending delegates to 
the Asian and Pacific Accounting 
Convention to be held in Melbourne 
on April 4 to 7, 1960. 
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However, the economic consequences 
of this war, outside and inside Korea, 
were great. They had important effects on 
the economies of other countries as well 
as Korea. No one would hesitate to point 
out the remarkable economic revival of 
such countries as West Germany: ‘and 
Japan during and after the Korean War 
and the substantial economic progress 
attained by the western countries. _How- 
ever, inside Korea, the economic: deVas- 
taticn, confusion and disorder caused by 
the Korean War was so chaotic that the 
misery of the Korean people was beyond 
description. The suffering of the Korean 
people over this three-year period .ap- 
preached almost to the bounds of human 
endurance and often exceeded. that limit. 
The economic burden the war imposed 
on the Korean people was so heavy that 
it was beyond their capacity to carry. out 
the task of economic reconstruction. In 
the great tasks of economic reconstruction 
in the Republic of Korea, the free nations 
have demonstrated the courageous, co- 
operation and determined unity . which 
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they had demonstrated in expelling the 
communist invaders from the Republic 
of Korea. 


The economic difficulties of the Re- 
public of Korea, however, arise from the 
artificial division of the country in 1945. 
Against the background of a lopsided 
economic pattern and an uneven spread 
of population caused by division of the 
country, sustained efforts were made to 
attain economic stability and viability. 
The record of economic progress thus 
far achieved can be divided into four 
distinct stages. 


The first stage covers the period from 
the establishment of the United States 
Military Government in 1945 through the 
founding of the Republic of Korea in 
1948 to the outbreak of the Korean War 
in 1950. This stage represents a period 
of political and economic readjustment. 
Prior to 1945, Korea’s economy had been 
integrated with that of Japan and had 
depended on extensive trade connections 
with that country. For a time after 1945, 
trade with Japan was eliminated and 
recovered only very slowly. In addition, 
the Korean economy depended upon the 
heavy industrial facilities and electric 
power of the northern part of Korea. 
Naturally, basic economic changes were 
necessary in order to adjust the economy 
of the southern part to its separation from 
Japan and the North. These changes 
necessitated increased power output to 
replace Northern power, and the estab- 
lishment of a limited number of small 
industries to substitute for lost Japanese 
imports. During this period there was 
an influx of refugees from the North and 
of repatriates from abroad thus greatly 
swelling the population. Extensive pro- 
duction stoppages and inflationary pres- 
sures continued to aggravate the econo- 
mic situation. Except for an appreciable 
increase in power output and agricultural 
products, achieved in spite of the for- 
midable difficulties, and some levelling-off 
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of inflation toward the end of this period 
there was little improvement in the 
situation. A further major political issue, 
complicating the economic situation, was 
the process of land reform. 


The second stage includes the war 
years from June of 1950 to July of 
1953. The breakdown of the entire 
economic system, the destruction of the 
industries, and the personal hardships 
which characterized this period hardly 
need repetition. The loss of 11.7 per 
cent of industrial plant (excluding public 
utilities), of 16.9 per cent of housing, 
and of 60 per cent of the total mileage 
of main. roads and railways, brought the 
estimated total war damage to three 
billion U.S. dollars. Production fall-off 
and vast war costs combined to produce 
extreme inflationary pressures and the 
nation was on the verge of economic 
collapse. 


The third stage, from the middle of 
1953 to the middle of 1956, represents 
a period of recovery and reconstruction. 
During this period the country began to 
revive from the destruction of war, the 
inflationary spiral was gradually brought 
under control and it was possible for the 
economy to begin to recoup its losses. 
With the exception of housing facilities, 
destroyed or damaged capital works were 
largely restored. By the end of the first 
six months of 1956 production had moved 
slightly above the 1949-1950 level, with 
per capita consumption approaching the 
pre-Korean War level. The ground was 
thus prepared for further economic de- 
velopment. Three factors were at work 
to make rapid economic recovery pos- 
sible: the sustained efforts of the people, 
the Government’s policy of stabilization 
through financial and monetary opera- 
tions, and economic assistance from the 
United States and other friendly nations 
including Australia, Canada and New 
Zealand. 
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By the middle of 1956 a significant 
point in Korea’s economic progress had 
been reached. The economy was on a 
sufficiently stable basis to pass from the 
recovery to the development stage. 
Broadly speaking, it may be said that 
the phase of post-war reconstruction was 
completed towards the end of 1956. 
Expressed another way, the national 
economy was entering a period of new 
challenges. By continuing efforts for 


currency stabilization, by maximizing in- 
dustrial investment, and by enlarging the 
economic structure on a balanced base, 
progress could now be made towards an 
independent viable economic life. 


Thus, the years 1957 and 1958 dis- 
tinctly mark the transition from recon- 
struction to development in the Korean 
economy. With the help of foreign aid, 
Korea’s industrial production index rose 
sharply—the official statistics suggest as 
much as 36 per cent in 1957 as compared 
with a 20 per cent rise in 1956. There 
was a further 9 per cent rise in 1958. 
For instance, electric power output in 
1957 showed an 86.9 per cent increase 
in maximum output and 373.6 per cent 
rise in average output compared with the 
period immediately after the liberation 
in 1945. Reflecting this phenomenon 
gross national product at constant prices 
was 13.4 per cent higher in 1957 than in 
1956 and 6.3 per cent higher in 1958 
as compared with 1957. 


The most important element in the 
increased gross national product in these 
two years was the rice crop which, in 
1957, was 23.1 per cent higher than in 
1956, and another 5.5 per cent higher in 
1958 than in 1957. This was the largest 
Korean rice crop since 1945. Other 
notable improvements in the Korean 
economy have also been recorded in coal 
output, electric power generation and the 
production of steel ingots, metal products 
and machinery, fertiliser, cement, glass, 
salt, textiles, etc. 
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Another aspect of the progress of the 
Korean economy should be given special 
mention. The Government of the Re- 
public of Korea implemented a tight 
money policy through the public finance 
and banking sectors. The success, in a 
sense, of this programme is reflected in 
the movements of prices and money 
supply. The Seoul wholesale price index, 
for example, increased by only 18.5 per 
cent in 1957 as compared with 34.8 per 
cent in 1956, and showed a 6.6 per cent 
decrease in 1958. The money supply 
rose by 20 per cent in 1957 as compared 
with 29.3 per cent in 1956, and by 32.6 
per cent in 1958 as compared with the 
1957 level. Under this programme, it 
is especially noteworthy that such price 
movements were accompanied by in- 
creased production. 


Despite the great economic accom- 
plishments of this period, however, many 
problems still lie ahead. 


The goal which the Korean economy 
is trying to reach—a level of at least 
one hundred dollars per capita gross 
national product—seems unattainable in 
the immediate future. Toward this goal, 
it is our intention to expand production. 
To accomplish this, a sound development 
plan is required. The Government of the 
Republic of Korea, aware of the acute 
need for long-term economic planning, 
established in 1958 the Economic De- 
velopment Council by which a long-range 
economic development plan will be drawn 
up. 

In the field of balance of payments, 
Korea has another problem to solve. The 
goal of eventual viability and self-support, 
even if defined in the restricted sense of 
Korea’s ability to finance its own import 
requirements, is still not in sight. It is 
calculated that non-military imports in- 
cluding services, amounted to $450 
million in 1957 and $395 million in 
1958, while exports, including services, 
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amounteéd'.to' cnly about $76 million in 
195?" and ‘$95 million in 1958. Almost 
all of the: balance of payments deficits 
were financed by foreign economic aid. 


The magnitude of the problem facing 
Korea. is accentuated by the fact that its 
heavy. aggregate requirements are super- 
imposed . upon an_ underdeveloped 
economy with limited material resources, 
low .savings propensities, and an acute 
shortage ,of technical and managerial 
skills.. Further, difficulties arise from an 
unusually high rate of population growth, 
which tends to absorb nearly all of the 
annual... increment in national output; 
from large, unemployment and under- 
employment, which help to provide the 
source of many social and economic 
evils; and especially from shortage of 


capital, the supply of which is, of course, 
vital for economic development. 


The problems and difficulties which | 
have mentioned are constantly confront- 
ing the people of the Republic of Korea. 
But by the intensive use of land and 
water, by developing fisheries, by ex- 
ploiting mineral resources such as coal, 
iron, gold, molybdenum, and tungsten, 
and by the efficient use of foreign aid, 
the Korean people are steadily over- 
coming the problems of under-develop- 
ment. So the Korean people will, I am 
sure, attain their hope of a higher standard 
of living, and be able to participate more 
actively in the economic development of 
the free world, but this will require the 
maximum courage and effort on the part 
of all Koreans. 





Tést Checking and Internal Control 


By F. K. WRIGHT 


THAT is the relationship between 

tést' checking and internal control? 
That..question was raised by a recent 
article ;in .The. Australian Accountant™ 
in which Mr, H. H. Cummins summarised 
the relationship between internal control, 
internal audit and test checking in these 
terms?’ 

“Of necessity [the audit programme] 
must become reliant upon the internal 
control and internal audit and, there- 
fore, testing is dependent on _ the 
efficiency of those two functions. The 
sample transactions to be checked must 
depend’ upon the auditors’ opinion of 
the efficiency of the former two 
functions.” 


The relationship between internal con- 
trol. and internal audit is an important 





(1) H: HH. Cummins, “Current Trends in 
. Auditing and Business Investigation”, Tfe 
Australian Accountant, June 1959, p. 329 


subject which merits an article to itself: 
I do not propose to discuss it here. How- 
ever, in the hope of provoking someone to 
disagree with me and write that article, 
I would like to put forward the view that 
the concept of internal control compre- 
hends both internal audit and internal 
check. 


Turning now to the relationship be- 
tween internal control and test checking. 
we must first consider the question: 
“What does the test check test?” 


What Does the Test Check Test? 


One possible answer is that the test 
check is designed to test for the presence 
of fraud or of gross errors which might 
seriously affect the correctness of the 
financial statements. That answer, by it- 
self, is quite inadequate. It is based on 
the theory that if there are any gross 
errors or evidence of fraud, they will 
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sooner or later turn up in one of the test 
checks, and action can then be taken to 
reprimand those responsible for the errors 
and recover the embezzled funds from 
the peculators. 


The only satisfactory answer, to my 
mind, is that the test check is designed to 
test the operation of the system of in- 
ternal check, which in turn must be de- 
signed to prevent fraud and lead to the 
prompt discovery of errors. 


In other words, reliance upon test 
checks is justified only where an adequate 
system of internal check has been laid 
down. In the absence of such a 
system, the auditor relying on test 
checks is really gambling on_ the 
probability that his sample will detect 
the presence of any fraudulent or 
incorrect entries. That probability will be 
high if there are in fact a great many such 
entries; it will be low if the number of 
such entries is comparatively small.‘* 
The only way to avoid this gamble is to 
rely for the prevention of fraud, not on 
the test check itself, but on the system 
of internal check, and to use the test check 
merely to test whether that system is 
operating satisfactorily. 


In the light of this argument, Mr. Cum- 
mins’ statement needs to be amplified a 
little. In one sense, it is certainly true 
that the amount of testing to be done 
depends on the “efficiency” of the in- 
ternal control; in another sense, the test- 
ing is itself the means of assessing that 
efficiency. It depends on what you mean 
by the word “‘efficiency”’. The distinction 
between the two meanings of that word 
has been very clearly made by Mr. R. S. 
Buzolich: 

“It is very important to make a dis- 
tinction between the existence of sound 
internal controls and the effectiveness 
with which those controls are carried 
out. I maintain that it isn’t practical 





(2) There was a case not so long ago in 
N.S.W. of a man convicted of embezzling 
£114,000 by falsifying an average of only 
eight entries per annum. 
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for the internal auditor, by means of 
test checking, to satisfy himself that 
the internal controls have been ade- 
quately laid down. The only means 
whereby he can do this effectively is 
to ensure that adequate instructions 
have been prepared and promulgated 
to all concerned. Therefore the first 
function of the internal auditor is to 
check that the company has adequate 
written instructions prescribing basic 
administrative procedures. Having done 
this the second function is to examine 
those instructions to ensure that they 
provide for adequate internal controls, 
and only after he has satisfied himself 
on those two points is it worthwhile for 
him to go further and to actually con- 
duct test checks to appraise the opera- 
tion of those internal controls.” 


Extent of Test Checking 


Next, let us consider the extent to which 
test checking needs to be carried out. Mr. 
Cummins makes the point that “a con- 
siderable amount of testing or sampling 
must be carried out before it can safely 
be assumed that similar items (untested) 
are substantially correct’. This is cer- 
tanly true where the principal object of 
test checking is the actual discovery of 
incorrect or fraudulent items. If the 
auditor is gambling on the probability 
that, of any such items which may be 
present, at least one will turn up in his 
sample, then he can hardly make that 
sample too large. 


If, on the other hand, the principal 
object of the test check is to test the 
operation of the internal controls, a com- 
paratively small sample can give the 
auditor a high degree of assurance. 


Selecting the Test Sample 


A good deal has been written in recent 
years on the inadequacy of the traditional 
methods of selecting the test sample and 
on the desirability of using some form of 
random sampling. 





(3) Proceedings of Convention, Sydney, May 
1958, at p: 157. 
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Mr. Cummins quotes from a paper of 
mine the following passage describing the 
“ideal” method of drawing a random 
sample: 

‘From the statistician’s point of view, 
the ideal way of drawing a sample 
would be to allot a number to every 
item, and then conduct a lottery to 
decide which items are to be included 
in the sample. To save the trouble of 
conducting a lottery every time a 
sample is to be drawn, it is convenient 
to use the result slips of a public lot- 
tery, or the table of random numbers 
from a book of statistical tables.”’“ 


Mr. Cummins remarks that this pro- 
cedure would be most cumbersome. I 
agreed that the procedure is sometimes 
too cumbersome, and in fact went on to 
say so in the paragraph which followed 
the above description. We must maintain 
some proportion between the cost of 
selecting a sample and the cost of check- 
ing it. Where a simple check, requiring 
only a few seconds, is to be applied to 
each item in the sample, it would cer- 
tainly be foolish to use a laborious pro- 
cedure for selecting the items to be 
checked. On the other hand, where a 
comparatively small sample is to be 
selected for extensive checking, strict 
adherence to true random selection may 
well be justified. The following instance, 
reported by L. L. Vance,“ will illustrate 
the point: 

The client was a county with receipts 
in excess of $50 million per annum. The 
audit of five major areas of accounting, 
including payroll, accounts payable, and 
rates receivable, was confined to a random 
sample of 100 items from each area. Each 
item checked was followed right through 
all the papers relating to it: thus check- 
ing of a payroll item would include 
reference to the original appointment of 


(4) Australian Accountancy Progress 1955, p. 
60. 

(5) “An Experience with Small Random 
Samples in Auditing’, Accounting Review, 
October 1952, p. 472 


the officer, to his current personnel file, 
and to the tax summaries for checking 
the tax deductions. 


In this case, items were selected by a 
true random sampling procedure, using 
published tables of random numbers. In 
other cases, however, particularly where 
large samples are involved, this procedure 
would undoubtedly be too laborious, and 
a modified procedure called systematic 
random sampling should be considered 
This has been described as follows: 


“A short-cut method which often 
gives results as good as the simple 
random sample is systematic random 
sampling. The number of items to be 
drawn is divided into the total number 
of the population, to give the interval 
between successive sample items. For 
instance, if a sample of 30 items is to 
be drawn from a population of 510. 
the interval would be seventeen. A 
number between one and seventeen is 
then chosen at random as the starting 
point of the systematic sample. That 
number might be ten. The auditor 
would then examine the 10th, 27th, 
44th, 6lst. etc.. items of the popula- 
tion.” 


It is true, as Mr. Cummins points out. 
that this procedure eliminates an element 
of randomness, as compared with true 
random sampling; but there is still plenty 
of randomness left for most practical 
purposes. 


Summary 


If the auditor has satisfied himself that 
the procedures laid down by his client 
incorporate a satisfactory system of in- 
ternal check, then he is justified in relying 
upon a sample check to test the effective- 
ness of the operation of those procedures 
Under those circumstances, the size ol 
sample required may be comparatively 
small, and some form of random sampling 
procedure should be employed in_ its 
selection. 


(6) Proceedings of Convention, Sydney, May 
1958, p. 137, paragraph 49. 
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Legal Editor of “The Australian Accountant.” 


HE Act only applies to hire-purchase 

agreements entered into after its com- 
mencement [Section | (4)], those in 
existence prior to | July 1959 being 
governed by the 1936 legislation as re- 
enacted in the Instruments Act 1958. 


“Hire-purchase agreement”’ is defined 
to include “‘a letting of goods with an 
option of purchase and an agreement for 
the purchase of goods by instalments . . . 
but does not include any agreement :— 


(a) whereby the property in the goods 
comprised therein passes at the 
time of the agreement or upon or 
at any time before delivery of the 
goods; or 
under which (the hirer) is a 
person who is engaged in the trade 
or business of selling goods of the 
same nature or description as the 
goods comprised in the agree- 
ment’’. [Section 2 (1).] 


This goes a little further than the com- 
mon law notion of a hire-purchase agree- 
ment, as the principal test of whether an 
agreement is a hire-purchase one turns 
on the question, when does the property 
in the goods pass? 


Further, to prevent the evasion of the 
legislation by the device of two or more 
agreements, one being a pure bailment of 
the goods with no option to purchase, and 
the later one granting to the bailee an 
option to purchase — neither of which 
standing alone would constitute a_hire- 
purchase agreement — Section 2 (3) 
enacts that those agreements shall be 
treated as a single hire-purchase agree- 
ment. 

Before any hire-purchase agreement is 
entered into, the owner or dealer (as 
defined in Section 2 (1)) must give the 


The Australian Accountant, August, 1959 


7 HE Hire-Purchase Act 1959 

(Vic.), which came into operation 
in that State on | July of this year, 
brings about some very substantial 
changes in the law relating to hire- 
purchase agreements, and the purpose 
of this note is to give a brief des- 
cription of the main features of the 
legislation. 


* * 








prospective hirer a written statement in 
the form of the First Schedule [Section 
3 (1)]. This statement is a summary of 
his financial obligations under the pro- 
posed agreement, and must give details 
of the “cash price”’ of the goods, the terms 
charges, other charges (insurance, 
maintenance, etc.). It must then set out 
the total amount which the hirer will have 
to pay, state the difference between this 
figure and the cash price of the goods, 
and say what is the number, amount and 
intervals of instalments payable under the 
proposed agreement. 


Armed with this information, the pros- 
pective hirer will have only himself to 
blame if he commits himself too deeply. 


Section 3 (2) prescribes the form and 
contents of the agreement. In brief, the 
agreement must be in writing, and must 
contain full details of all charges. If the 
agreement is not in writing, the owner 
cannot enforce it [Section 3 (5)], and 
failure by the owner to comply with any 
other requirement of this section reduces 
the liability of the hirer by the amount of 
the terms charges [Section 3 (4)] as well 
as making the owner guilty of an offence. 


Further, within 21 days after the mak- 
ing of the agreement the owner must serve 
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the hirer with a copy of the agreement, 
and a statutory form of “Advice to 
Hirers”’ as set out in the Second Schedule, 
pointing out some of the rights given to 
the hirer by the Act (Section 4). 


The result of these provisions is to 
ensure that a hirer knows his position 
from the outset, and will not, therefore. 
blindly commit himself to extravagant 
payments and so forth. 


Additional protection is given to him 
by Sections 5 and 6. The former implies 
into every  hire-purchase agreement 
various conditions and warranties as to 
title and quality, in much the same way 
as the Goods Act sets out implied condi- 
tions and warranties. The terms are not, 
however, identical with those implied 
under the Goods Act, and (again unlike 
the position under the Goods Act) cannot 
apparently be negatived, except in certain 
circumstances relating to second-hand 
goods. These provisions should do much 
to clear up doubts about the extent to 
which the implied conditions, etc., of the 
Goods Act apply to hire-purchase agree- 
ments. 


Section 6 gives the hirer a statutory 
right against both the owner and the 
dealer in respect of any representations 
made by the latter during the negotiations 
which induce the hirer to enter into the 
agreement with the owner. As against 
the owner, he has a right to rescind the 
contract, and as against the dealer, he has 
the right (at all events where the dealer’s 
representations constitute fraudulent mis- 
representation) to recover damages. Any 
clause in the agreement purporting to 
modify or exclude the effect of this pro- 
vision is void. 

Sections 7-10 confer further rights on 
the hirer. He is entitled (Section 7) to be 
furnished, although not more frequently 
than every three months, with a copy of 
the agreement and a statement signed by 
the owner or his agent detailing the 
hirer’s present position — the amount paid 
to date, the amount due but unpaid, and 
the balance to become due and payable. 
Section 8 deals with the case of a hirer 
who has entered into two or more hire- 
purchase agreements with the same 
owner; payments made by him are to be 
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appropriated to one or other or all such 
agreements as the hirer directs. He is 
given a statutory right to assign 1°: 
interests under the agreement by Section 
9. True, he may only do so with the 
consent of the owner, but that consent 
must not be unreasonably withheld. The 
effect of Section 10 is that if the agree- 
ment prevents the removal of the subject 
goods from named premises, the hirer 
may apply to a court of Petty Sessions 
for permission to remove them to some 
other place. 

Section 11 deals with the case where the 
hirer wants to finalise the agreement 
before the “‘due date”, as it were. This 
he may do by paying the “net balance 
due”, which is to be calculated in 
accordance with sub-section (2). It is 
the “balance originally payable” less 
rental to date and certain “‘statutory re- 
bates”’ (defined in Section 2) for terms 
charges, insurance and maintenance 
(where applicable). This right may also 
be exercised where the goods have been 
repossessed, but in this event the hirer 
must also pay the owner’s reasonable costs 
of repossession and the amount which he 
has properly spent on the storage, repair 
or maintenance of the goods. 


Further protection is given to hirers by 
Section 12. The former legislation gave 
no relief to a hirer who voluntarily re- 
turned the goods, and minimum hire 
clauses could be enforced against him 
somewhat to his detriment. But now, a 
hirer who voluntarily returns the goods 
gets some relief, although naturally it is 
not so extensive as that granted to a hirer 
from whom goods have been repossessed. 
Section 12 entitles the hirer to return the 
goods at any time —in normal circum- 
stances, by returning them to a place at 
which the owner ordinarily carries on 
business — and on such return he is liable 
to pay to the owner such amount as is 
stipulated for in the agreement (so that 
a minimum hire clause as such is not 
necessarily unlawful) or the amount 
which the owner would have been en- 
titled to recover if he had repossessed 
the goods, whichever may be the lesser. 


Sections 13-17 deal with repossessions. 
The owner is permitted to include in the 
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agreement various provisions entitling 
him to repossess in different circum- 
stences — although repossession conse- 
éjent upon the bankruptcy of the hirer 
is not permitted, Section 28 (h)—but if 
+’ wants to repossess because the hirer 
is behind in his payments, he must first 
serve written notice of his intention on 
the hirer. The Third Schedule prescribes 
the form of notice. 


Within 21 days after repossessing, the 
owner must serve on the hirer and any 
guarantor a notice in the form of the 
Fourth Schedule. This tells the hirer what 
courses are open to him now that the 
owner has repossessed. He may, if he 
likes, reinstate the agreement by paying 
the owner’s expenses, etc. (which must 
be set out separately as arrears of 
interest, costs of storage, of repossession 
and of re-delivery). Or he may finalise 
the agreement by paying the balance due 
under it. In this connection, the notice 
requires the owner to detail his estimate 
of the amount required to finalise the 
agreement, and to give the hirer the 
benefit of the statutory rebates defined in 
Section 2. If the hirer wants to pursue 
either of these courses he must act within 
21 days of receiving the notice. If, on the 
other hand, he does not want to reinstate 
or finalise the agreement, he is liable for 
the owner’s loss unless the value of the 
goods repossessed is sufficient to cover 
this. When it is more than sufficient, the 
hirer is entitled to a refund. The notice, 
having set this out, must then give the 
owner's estimate of the value of the goods 
repossessed, and say, on the basis thereof, 
whether the hirer is liable to pay money 
to, or entitled to receive money from, the 
owner, and how much is involved in 
either event. 


It is also open to the hirer to require 
the owner to sell the goods to any cash 
buyer introduced by him who is willing 
lo pay the owner’s estimate of the value 
of the goods. 


Whichever course he adopts, the hirer 
must act promptly. The prescribed form 
of notice emphasises that he must act 
within 21 days after the service or posting 
of the notice. If he fail to do so, he loses 
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his rights. During this period of 21 days 
the owner must not part with the goods. 


The amount payable by or to the owner 
in cases where the hirer does not elect 
either to reinstate the agreement or to 
finalise it is to be ascertained by reference 
to Section 15. Some arithmetical ability 
seems to be a pre-requisite to the applica- 
tion of the provisions, but in essence the 
owner is not permitted to make any un- 
fair profit at the expense of the hirer. 


Part III of the Act deals with guaran- 
tees. Section 18, dealing generally with 
the liability of a guarantor, is sub- 
stantially similar to the corresponding 
section in the (now repealed) Act of 
1936, but Section 19 goes much further, 
and provides that if a guarantor makes 
an agreement to pay an owner an amount 
larger than the balance originally payable 
under the hire-purchase agreement, or to 
assume obligations more onerous than 
those of the hirer, the new agreement 
entered into with the guarantor is void 
unless signed by him before a clerk of 
the court or a solicitor, who certifies in 
writing that the guarantor understands the 
purport of the agreement and has 
executed it in his presence. 


The question of insurance is covered 
in Part IV. The hirer can be required to 
insure the goods, at his own expense, in 
the names of himself and the owner, 
against any reasonable risk that the owner 
sees fit, but the hirer is free to select his 


own insurer. Further, the hirer is now 
entitled to the benefit of any no-claim and 
similar rebates. 


This does not mean, however, that the 
hirer must make his own arrangements 
for insurance. The Act envisages that 
the premium for the insurance cover 
given may be paid by the owner, and the 
amount included as part of the total 
amount payable for the goods. In such 
circumstances Section 21 gives the court 
certain powers in relation to the insurance 
contract. Thus, if a court considers that 
a hirer who has failed to observe a term 
of the insurance contract ought reasonably 
to be excused for his failure on the ground 
that the insurer has not been prejudiced, 
it may make an order accordingly. Again, 
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Section 22 prescribes certain contents for 
insurance contracts effected in this way. 
The contract must identify the goods in- 
sured, state for how long and how much 
they are to be insured, and give details of 
any varying amounts for which they will 
be insured during the period of the agree- 
ment. It is further provided that a hirer 
shall not be bound by various forms of 
arbitration clauses commonly found in in- 
surance contracts, although it is not 
unlawful for insurer and insured, once a 
dispute has arisen between them, to agree 
to submit that dispute to arbitration. 


Then there are some general provisions 
contained in Part V (Sections 24-39). 
Section 24 confers on the Court (that is, 
a court of petty sessions) power, on the 
application of a hirer or guarantor, to 
re-open certain hire-purchase agreements 
“where it appears . . . that the trans- 
action is harsh and unconscionable . . .”, 
and to grant relief against, e.g., excessive 
terms and other charges. But to ensure 
that proceedings under this section are 
not begun too long after the event, a time 
limit is imposed, after the expiration of 
which such proceedings cannot be 
brought. 

Section 25 contains special provisions 
relating to goods repossessed from a 
farmer, such a hirer being empowered to 
obtain from a court an order for the 
return of the repossessed goods on satis- 
fying the court that he has a reasonable 
prospect of being able to pay all instal- 
ments due at the date of repossession 
within twelve months. 


The position as regards repairer’s liens 
over goods the subject matter of a 
hire-purchase agreement is governed by 
Section 26. The fact that the goods on 
which the repairer has done the work 
are not the property of the hirer at whose 
request the work was done does not pre- 
vent a lien arising in favour of the re- 
pairer. Such a lien is good against the 
owner except where the hire-purchase 
agreement prohibits the creation of the 
lien by the hirer and the repairer had 
notice of that prohibition before doing 
the work on the goods. 

Section 27 deals with the question of 
fixtures. Suppose a tenant of a house 
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“‘purchases”’ goods on hire-purchase and 
affixes them to the building in such a way 
that in normal circumstances they would 
become fixtures. Does this defeat the 
owner’s right to repossess the goods on 
default? Suppose, further, that the house 
is sold. Does the owner of the goods have 
any right to them against the new owner 
of the house? To meet this situation, 
Section 27 enacts that such goods are not 
to be treated as fixtures during the cur- 
rency of the hire-purchase agreement, but 
despite this the owner of the goods is not 
entitled to repossess goods which have 
been affixed to a dwelling house if after 
they have become so affixed any person 
other than the hirer has bona fide and for 
valuable consideration acquired an in- 
terest in the land without notice of the 
rights of the owner of the goods. 


Section 28 is intended to make void and 
of no effect certain provisions hitherto not 
infrequently found in some hire-purchase 
agreements. It is not permissible, for 
instance, for the agreement to exclude or 
restrict any right which the Act confers 
on a hirer; or to require payment of 
interest on any overdue instalment at a 
rate in excess of 8% per annum cal- 
culated on a daily basis, etc. 


The circumstances in which a com- 
mission may be paid by financiers to 
dealers who negotiate a_hire-purchase 
agreement are restricted by Section 29, 
which also fixes a limit to the amount of 
such a commission, and Section 30 pro- 
hibits certain transactions which, if 
allowed, would constitute a means of 
evading the provisions of the Act. 


In Section 31 provision is made to 
cover the case where an owner would, 
by receiving payment of a bill of ex- 
change or promissory note given by 4 


hirer or guarantor, receive a greater 
amount in connection with the _hire- 
purchase agreement than the Act entitles 
him to. He is liable to indemnify the 
hirer or guarantor, as the case may be, 
in respect of the amount of such excess. 


Section 32 makes it an offence for a 
dealer to include any knowingly false 
statement in any offer in writing prepared 
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by him and which, if accepted, would 
constitute a hire-purchase agreement. 


Liabilities are imposed on hirers by 
Sections 33, 34 and 36. Under Section 
33, an owner has the right to require a 
hirer to state in writing where the sub- 
ject goods are and, if they are not in the 
hirer’s possession, to whom he delivered 
them, etc. Section 34 makes it an offence 
for a hirer or any other person fraudu- 
lently to dispose of goods the subject 


of a hire-purchase agreement, and by 
Section 36 a hirer who wrongfully refuses 
to deliver up goods to the owner can be 
ordered by a court to deliver them up. 


Finally, all agreements, etc., required 
by the Act must be in clear and legible 
handwriting (for some people, a con- 
troversial standard!) or in 10 point Times 
type. No longer will it be possible to say, 
sadly, that important clauses are set out 
in legible but regrettably small print. 





Recent Legal Decisions 


Discussed by L. C. VOUMARD, B.a., LL.B. 


Severability of Invalid Undertaking 


O’Loughlin v O'Loughlin (1959) 
A.L.R. 193 is a case in which the 
Victorian Supreme Court (Dean, J.) 
had to decide whether a clause in 
a separation agreement between 
husband and wife was invalid and, 
if it was, whether its invalidity de- 
stroyed the validity of the rest of 
the agreement, or whether it was 
permissible to sever the invalid 
clause from the rest of the agree- 
ment and give effect to the balance. 


Husband and wife having separated, 
they executed a deed whereby the hus- 
band agreed to transfer to the wife his 
interest in the jointly owned matrimonial 
home, but to remain responsible for the 
payment of interest accruing in respect 
of the mortgage over the property. The 
wife, in her turn, was to assume responsi- 
bility for the repayment of the principal 
moneys secured by the mortgage. By 
the deed, the husband also abandoned 
any claim to the household furniture and 
chattels. And in clause 6 of the deed, 
the wife acknowledged that “at present 
she is not ‘without means of support’ 
within the meaning of the Maintenance 
Acts”, and also abandoned “any claims 
she has or might have against the hus- 
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band in respect of her maintenance and 
support.” 


Subsequently, the husband (or former 
husband, really, because the parties had 
in the meantime obtained a divorce) 
began proceedings to have the deed set 
aside on the ground that clause 6 
amounted to a promise by the (former) 
wife not to take proceedings against him 
for maintenance, and that such a promise 
was contrary to public policy and there- 
fore unlawful. On the true construction 
of the deed, the Court concluded that 
the covenant did mean, as the husband 
claimed, that the wife promised not to 
take proceedings for maintenance, and 
that such a covenant was invalid on the 
ground of public policy. 


The question then arose whether this 
part of the deed could be severed from 
the rest, so as to leave the wife free to 
enforce the remaining parts of the deed 
by way of counterclaim — and in par- 
ticular, to enforce the husband’s under- 
taking to make the interest payments. 
But here, too, judgment was given in fa- 
vour of the husband. His Honour took 
the view that the promise contained in 
the covenant in question constituted the 
main, or a very substantial, considera- 
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tion for the covenants entered into by the 
husband, and once this conclusion was 
reached it followed that the entire deed 
was tainted with the invalidity of the 
promise in clause 6. If the void coven- 
ant had gone only to part of the con- 
sideration it could presumably have been 
severed, and, if the rest of the deed had 
in that event formed a reasonable ar- 
rangement between the parties, then the 
balance of it could have been enforced. 
But since the void covenant formed, if 
not the whole, then at least the main con- 
sideration for the deed, no such sever- 
ance was possible and the entire deed 
fell to the ground. 


“Usual and Proper Books by Account” 


Under Section 209 (g) of the Bank- 
ruptcy Act 1924-58 a bankrupt is 
guilty of an offence if he omits to 
keep such books of account as are 
usual and proper in the business 
carried on by him and as sufficiently 
disclose his business transactions and 
financial position. The case of Re 
Crimmins, 18 A.B.C. 53, provides an 
interesting commentary on_ what 
constitute usual and proper books of 
account for the purposes of this 
provision. 


The bankrupt in question had been an 
electrical retailer. The records he kept 
consisted initially of a bank deposit book, 
cheque butts and duplicate receipts of all 
moneys received. He had also filed in- 
voices and monthly statements for goods 
purchased. Later, he employed an 
accountant who kept a cash book and a 
stock book. 


When he was charged with the offence 
constituted by Section 209 (g), evidence 
was given by a public accountant to the 
effect that the usual books of account 
kept by a retailer were a cash book, 
debtors and creditors ledgers, a ledger 
for private accounts, purchases and sales 
journals, petty cash records and some 
record of stock. This witness also said 
that if all takings were banked and all 
expenses paid by cheque, the minimum 
books required sufficiently to disclose the 
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trader’s business transactions and finan- 
cial position would be a cash_ book, 
cheque books, bank pass sheets, stock 
sheets and a record of debtors and 
creditors. 


The bankrupt contended that the 
records kept by him were sufficient, or, at 
all events, had not been proved to be 
insufficient, nor had they been proved not 
to be usual and proper books of account. 
The court did not accept this. Books of 
account, in its view, meant books in which 
accounts of all transactions carried on by 
a trader are to be found — the keeping of 
a mass of documents and records which 
may be put together for the purpose of 
writing up books of account is not 
sufficient. Moreover, such records as were 
kept were not usual and proper in the 
type of business carried on by the bank- 
rupt, nor did those records sufficiently 
disclose his business transactions and 
financial position. If they are put in 
proper order, collated and __ totalled, 
records of this kind might disclose busi- 
ness transactions, etc., but in the words 
of the judge, “they are not books of 
account nor do they sufficiently disclose 
the business transactions so as to enable 
any person to go to those books and 
ascertain at any particular time during 
the relevant period what was the financial 
position of the trader”’. 


Consequently, the offence was proved 
to have been committed. 


Authority of Estate Agent 


If an estate agent is paid a deposit 
hy a prospective purchaser of a 
property, and the sale subsequently 
falls through, before any contract is 
signed, due to the vendor's default, 
the purchaser is entitled to recover 
his deposit. But from whom? From 
the estate agent? Or from the 
vendor? 


If the agent, in receiving it, had acted 
merely in the capacity of stakeholder 
that is, as agent for both parties, vendor 
and purchaser — then he would have been 
liable to repay the deposit to the pur- 
chaser, whereas if in receiving it the agent 
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had acted on behalf of the vendor only, 
the vendor would be the one liable to 
repay it. The question of the capacity in 
which the estate agent received the pay- 
ment, therefore, can be one of consider- 
able importance, especially where, as in 
the English case of Ryan v. Pilkington 
(1959) 1 All E.R. 689, it appears that 
the agent has been convicted of the 
fraudulent conversion of deposits, and 
has, moreover, been adjudicated bank- 
rupt, so that he is hardly in a position 
to return the money, anyway. 


An agent had been instructed by an 
owner to find a purchaser of property. 
He introduced a prospective purchaser 
who arranged to buy the property “‘sub- 
ject to contract”. The prospective pur- 
chaser, having discussed the matter with 
the vendor, paid a deposit of £100 to the 
agent; later on he paid a second sum of 
£100 to the agent. The agent gave receipts 
for these amounts, signing the first one 
“as agent for’ the vendor, and the second 
simply “‘as agent’’. Later, the prospective 
purchaser visited the vendor again, to be 
told that for personal reasons the vendor 
had changed his mind, and the sale was 
off. When told of the deposits which the 
prospective purchaser had paid to the 
estate agent, the vendor’s advice to him 
was to get the £200 back from the agent. 


The purchaser, however, brought an 
action against both the agent and the 
vendor, and it became important, there- 
fore, in order to determine which defend- 
ant was liable, to decide in which capacity 
the agent had received the money. In the 
end, the Court of Appeal concluded that 
the vendor was liable to repay the de- 
posit, because it had been received by 
the estate agent as agent for the vendor. 
The reasons advanced by the members of 
the court were not identical — Hodson, 
LJ., took the view that an estate agent 
instructed to find a purchaser had 
ostensible authority to take a deposit as 
agent for the vendor, whereas Morris and 
Willmer, L.JJ., held that such an authority 
arose only on the facts of the case. How- 
ever, all were agreed as to the result, and 
that, from the point of the successful 
plaintiff, was what counted. 
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Contract Between Husband and Wife 


In the Victorian case of Popiw v. 
Popiw (1959) A.L.R. 534, a wife 
had left her husband, and he had 
then promised her that if she would 
return to him he would have the title 
to the matrimonial home transferred 
into their joint names. The wife 
thereupon returned to him, but not 
for long. She left him again, and 
Shortly thereafter sought a declara- 
tion that she was entitled to an 
interest in the house in question. 


The husband’s defence to this claim 
rested on four grounds. First, he said, the 
arrangement between him and his wife 
(that he would transfer the title to the 
house if she would return) was not a 
binding contract, in that his promise 
could not be regarded as intended to 
create any contractual obligation. For 
this proposition he relied on the well- 
known judgment of Atkin, L. J., in Bal- 
four v. Balfour (1919) 2 K.B. 571, in 
which his Lordship pointed out that 
arrangements and agreements between 
husband and wife in the ordinary course 
of their matrimonial relationship are not 
intended to be accompanied by legal con- 
sequences and are not, therefore, action- 
able as contracts. This argument failed, 
Hudson, J., taking the view that the agree- 
ment in question was not one made in the 
ordinary course of the matrimonial re- 
lationship — rather the contrary, in fact, 
for it was made in an attempt to save 
the marriage. Further, the husband had 
given instructions (since, presumably, 
countermanded) to a solicitor to effect 
the transfer of the property, and these 
factors led inevitably to the conclusion 
that the agreement was intended to pro- 
duce contractual obligations. 


In the second place, the husband 
claimed that there was no consideration 
for his promise so to transfer the 
property. The wife, he said, was under a 
duty to return to him, anyway, and the 
performance of an existing legal duty, or 
a promise to perform it, is not a sufficient 
consideration. But the decision of the 
Court of Appeal in Ward v. Byham 
(1956) 2 All E.R. 318 (noted in this 


453 





column in September, 1956) made that 
argument untenable. And in any event, 
quite apart from that decision, Hudson. 
J., was prepared to hold that there was 
good consideration for the husband’s 
promise; the husband had no means of 
enforcing the return of the wife, and in 
returning to him the wife was submitting 
to a detriment in placing herself in a 
position she was not compellable to 
occupy. 

The husband’s third argument was that 
in any event the agreement was too un- 
certain, but this, too, was rejected. His 
fourth argument, however, fared better. 
That was that the contract between him 
and his wife was one for the disposition 
of an interest in land, and was thus within 


the Statute of Frauds (now Section 126 
of the Instruments Act 1958) and thus 
unenforceable in the absence of writing. 
But although the court accepted this, 
there remained the fact that the husband 
had sworn an affidavit in connection with 
the present proceedings, and this con- 
tained sufficient details to satisfy the 
Statute of Frauds. Unfortunately, it could 
not be used in the present proceedings to 
constitute a sufficient note or memoran- 
dum in writing, because it only came into 
existence after the proceedings were in- 
stituted, but the court intimated that in 
fresh proceedings the wife would be en- 
titled to obtain an order in her favour 
by making use of that affidavit to over- 
come that defence. 





REGISTER OF MEMBERS 


Listing the names of members of the Aus- 
tralian Society of Accountants and of The 
Australasian Institute of Cost Accountants who 
have been advanced recently in status, with 
the names of new members and those whose 
names for various reasons have been removed 
from the registers. 


AUSTRALIAN SOCIETY OF 
ACCOUNTANTS 


NEW SOUTH WALES 

Provisional Associates: Deamer, I. A.; Stan- 
ley, R 

Associates: Aldridge, B. K.; Andrews, C. 
M.; Bollin, W. H.; Dentice, B. S.; Dyer, L. W. 
H.; King, E. H.; Mar, G. S.; McFadzean, S. J.; 
Pocknall, J. P. McA.; Randolph, A. R.; Reit- 
ano, A. A.; Smith, K. A.; Stanley, E. M. 
(Miss); Wilson, K. S. 

Advanced to Associate: Davies, W. F.; Sol- 
way, A. R.; Zeckendorf, O. 

Advanced to Fellow: Kendall, L. P. 


Removed from Register: Deceased: Bastian. 
R.; Byron, J. M. A.; Cole, R. J.; Hort, H.; 


Yabsley, G. D. 
QUEENSLAND 
Provisional Associate: Fanning, T. H. W. 


Associates: Anderson, M. G.; Cummins, R. 
G.; Edgar, J. E.; Ferguson, J. C.; McFarlane, 


G. (Miss); Shaw, I. H. 


Advanced to Associate: 


Neall, A. 
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WESTERN AUSTRALIA 


Provisional Associates: Constantine, R. L.; 
Tai, S. Y. (Miss); Yiew, A. H. 


Associates: Brady, P. J.; Macliver, R. G 
Mann, K. E.; Parrotte, F. J. 
Removed from Register: Resigned: Pye. W 
\r. Gz Saw, C. BR. B. 
SOUTH AUSTRALIA 
Associates: Stevenson, B.; Stuart, P. M 
Removed from Register: Deceased: Jones, 


. M. 


o—_—___ 


AUSTRALASIAN INSTITUTE OF 
COST ACCOUNTANTS 


VICTORIA 


Provisional Associate: Foster, M. S. 
Associate: Esson, J. W.; Ridgwell, J. 
Removed from Register: Deceased: Bridget 
A. 

WESTERN AUSTRALIA 


Provisional Associate: Mills, T. W. 


OVERSEAS 


Provisional Associate: Chiu, T. M. 
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Accounting to Parliament 


By C. L. HEWITT, 


A.A.S.A., A.C.A.A., 


First Assistant Secretary, Commonwealth Treasury, Canberra. 


N commencing this subject, “Account- 

ing to Parliament”, I would draw 
attention to what I think has been a 
transformation over twenty years in the 
traditional responsibility of the Parlia- 
ment for the raising of revenue, a respon- 
sibility tested in a traditional way at 
least once in every three years! 


The transformation has resulted from 
the responsibility which not only the 
Commonwealth Governments but the 
Central Governments in other western 
democracies have also accepted for the 
well-being of the economy. I think that 
we saw the derivations of this in the 
closing days of the thirties, in the teach- 
ings of J. M. Keynes and in the practical 
lessons that were drawn from them. 


The Central Government in its tradi- 
tional, if not also in its more modern 
responsibilities to the community, is 
motivated, I think, by forces which per- 
haps differ in quite essential degrees from 
those that accountants face more fre- 
quently in industry. But, although there is 
a difference in the reasons for the raising 
of revenue in private enterprise and the 
reasons for the raising of revenue by the 
Central Government, both have a respon- 
sibility for accounting and I suggest that 
the responsibility of the Central Govern- 
ment and its responsibility to Parliament 
is no less onerous than that of any 
entrepreneur. That is why I take the 
text for what I chose to speak about 
from the Constitution of the Common- 
wealth of Australia as it was expressed 
in Section 83 by the founding fathers. 
lt is from a short sentence which reads: 


‘No money shall be drawn from the 
Treasury of the Commonwealth ex- 
cept under appropriation made by 
law.”’ 
‘Lecture delivered before the Australian In- 
stitute of Cost Accountants, on 7 April, 1959, 
a the University of Melbourne. 
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Among other things, that particular 
sentence points to a basic distinction 
between what I termed accounting to 
Parliament and the responsibilities and 
form of accounting in commerce and 
industry. Perhaps you have encountered 
the common criticism of public account- 
ing that it is on a cash basis and that it 
takes no account of accruals and that 
for that reason it must be fundamentally 
unsound. Public accounting stems not 
only from this provision of the Con- 
stitution but also from the fundamental 
belief that Parliament’s obligation is to 
raise each year the cash that is required 
for the service of that year. 


The expenditure of the Commonwealth 
from the Consolidated Revenue Fund 
which is of the order of £1,300 million 
per annum; the total of the financial 
transactions of the Commonwealth in a 
year is of the order of £5,000 million per 
annum, and a rough measuring rod for 
the purposes of this discussion can be, 
I think, the national income of Australia 
in 1957/58, which was £4,700 million. 
The problem which then faces some of 
the servants of the public is to record, 
to analyse and to report upon those 
transactions over some 4,000 to 5,000 
accounting heads. 


The Forms 

The greater part of my remarks will 
be directed to the accounting for expendi- 
ture of some £1,300 million per annum 
from the Consolidated Revenue Fund. 
Because of the limits of time I will have 
little or nothing to say of the equally 
important accounting for revenue and the 
accounting for expenditure outside the 
Consolidated Revenue Fund. 


The authority for any of the expendi- 
ture must be sought, from the terms of 
the Constitution, in an appropriation of 
the Commonwealth Parliament — that is 
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to say, in an Act of the Parliament — 
and the most common form is an annual 
Act of the Parliament which appropriates 
a certain sum of money for purposes of 
the Commonwealth. The Act contains 
as a Schedule, and is preceded by the 
preparation of, detailed estimates of ex- 
penditure which become one of the basic 
documents for the conduct of public 
business. Whilst this somewhat fearsome 
looking document is often criticised as 
being unintelligible, such criticism comes 
mainly from those who do not go far 
beyond the first page. Whilst these esti- 
mates are embodied as a Schedule to the 
Act of Parliament and become an ap- 
propriation, their first form is in a series 
of statements which come to the Treasury 
well in advance of the beginning of the 
financial year. They are _ prepared 
originally in what, without any disrespect 
at all, I term for illustrative purposes 
the outposts or the operating units 
throughout the world wherever there is 
some centre of expenditure of the Com- 
monwealth. They may not be dispatched 
direct from the remotest outpost overseas 
to the Treasury in Canberra but never- 
theless somebody in each centre must 
prepare for the forthcoming financial 
year an estimate of the amount likely 
to be spent there for the purposes of the 
Commonwealth. This is passed back up 
the line to the people to whom he is 
responsible and eventually to the Treasury 
in Canberra for compilation into a 
mosaic of projected expenditure to be 
compared with the other side of the coin. 
There are in addition separate volumes 
of estimates prepared for expenditure 
from what is called the Loan Fund. 


After all the estimates of expenditure 
are compiled, and I am sure you can 
surmise that the compilation may add up 
to something in excess of the estimated 
receipts, the Budget of receipts and ex- 
penditure is settled by the Government 
and presented to the Parliament by the 
Treasurer. There are some interesting 
forms and procedures which must be 
observed to give effect to the terms of 
the Constitution which are a study in 
themselves. Suffice it to say that the 
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Governor-General addresses a message 
to the House of Representatives; the 
House of Representatives goes into a 
Committee of Supply where the Budget 
Speech is delivered and the Estimates 
are debated; from the Committee of 
Supply and from the Committee of Ways 
and Means there are resolutions, includ- 
ing a resolution that the Treasurer and 
another Minister prepare a Bill to give 
effect to those resolutions which becomes 
the Appropriation Act. This process of 
appropriation normally occurs three times 
in the financial year — in the early stages 
of the financial year for the normal 
annual services of the Government; late 
in the financial year for developments 
that have occurred and shown the early 
estimates to be incomplete or inaccurate; 
and towards the close of the financial 
year to provide for expenditure in the 
early months of the new financial year — 
the Act is termed in a shorthand way, 
“Supply”. But all three Acts of the Par- 
liament are no less than what is needed 
to fulfil the Constitutional requirements 
and to provide the Parliamentary ap- 
propriation for expenditure. The Ap- 
propriation Act expresses the degree of 
Parliamentary control of expenditure in 
the detail which is contained in the 
Schedule. That is the explanation for 
the number of accounting heads — be 
cause it is the law of the land that all 
that may be spent, for example, on fuel, 
light and power, for a particular depart- 
ment in the State of Western Australia 
is set down in the estimates and it cannot 
be exceeded lawfully. 


Over and above this control the Ex- 
ecutive itself establishes various sanctions 
and standards of expenditure and does 
not permit individual arms of the 
Government, even though the appropria- 
tion law authorises the expenditure, auto- 
matically to go ahead and spend to, the 
limit of the amount which has been 
voted by the Parliament. I use the term 
sanctions imposed by the Executive to 
describe a number of controls. The most 
direct example, but not normally 
described in those terms, I think, is the 
Statutory body established to determine 
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the rates of pay and the conditions of 
service of employees of the Government, 
that is to say, the Public Service Board, 
which by law determines salaries, allow- 
ances for travelling and so forth. Even 
though an amount may be voted by 
Parliament for the purposes of payment 
of salaries and allowances which would 
be sufficient to pay more people or to pay 
a lesser number of people more money 
because others have perhaps dropped out, 
nevertheless, that money can only be 
spent in accordance with the determina- 
tions made by the Public Service Board 
under its own Statute for salaries and 
allowances. There are other standards 
relating to expenditure such as the re- 
quirement for the public invitation of 
tenders for supplies before money is spent 
on the purchase of supplies required for 
the service of Government. There are 
various standards of consumption which 
are laid down in the construction depart- 
ménts, e.g., areas of office space, types 
and quantities of office furniture, without 
which no very large organisation, which 
is what the Commonwealth administra- 
tion is, could be effective. 


In addition to that, and passing from 
those administrative sanctions, there are 
then provided in detailed terms within 
what is called the Audit Act, or the 
Regulations made under the Audit Act, 
the detailed rules for the guidance of 
officers in the expenditure of the money 
which has been voted by the Parliament. 
Day by day throughout the world, ac- 
counting officers, in the outposts where 
the expenditure occurs, are incurring 
liabilities against the appropriations of 
Parliament and later are paying the ac- 
counts in settlement of such liabilities. 


[ should now repeat the reservation 
with which I began. Supplementing all 
these controls and the rules that are 
prescribed for the expenditure of money 
are the subsidiary or separate records 
that may be maintained in operating 
units such as the factories, the printing 
office and other undertakings and which 
are required for the purposes of calculat- 
ing sensible prices or for the control of 
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operations in the manner with which you 
are familiar as managers and accountants 
in industry. 


Finally, for the sake of relative com- 
pleteness of this summary I mention two 
matters. 


Firstly, the departure from the prin- 
ciple of annual appropriation that is 
provided in what is termed the Trust 
Fund. The Trust Fund contains a balance 
of something like £900 million spread 
over some 120 to 150 different accounting 
heads. The balance in a Trust Account 
within the Trust Fund can be spent 
without limit in time because the Audit 
Act provides an appropriation for the 
purposes of the Trust Account. 


There is, too, the method of providing 
for expenditure during the course of the 
year as a result of some unexpected 
development or if there is a need for ex- 
penditure which was not anticipated when 
the estimates were framed. From _ the 
timetable I mentioned it will be realised 
that the estimates for the year commenc- 
ing in July next should be sent to the 
Treasury by the end of April. They will 
become law in an Appropriation Act, 
perhaps in October, perhaps in Novem- 
ber, and they will provide for expenditure 
through until June, 1960. Quite clearly. 
to take an example, bushfire or a flood 
or other disaster may call for some gift 
by the Commonwealth. There is a second 
appropriation measure during the year 
which provides the opportunity for seek- 
ing an appropriation if the event arises 
and is known in sufficient time to be 
included in the Additional Estimates, as 
they are called, and in the Appropriation 
Act No. 2. Equally, of course, it will be 
seen that, to take the extreme example, 
there can be some extraordinary need for 
expenditure late in May or late in June, 
which cannot be included in the Appro- 
priation Act No. 2. For this purpose it 
is the practice of the Parliament to 
appropriate a sum of money which it 
terms “Advance to the Treasurer” an 
amount of some £16 million to meet 
expenditure details of which will later be 
included in a Parliamentary appropriation 
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or reported to the Parliament. It is a 
sum of money for which, by the terms 
of that appropriation, there is an extreme 
responsibility upon the Treasurer, because 
whatever he spends from that appropria- 
tion has lawfully been spent and yet he 
must account to the Parliament for it 
and must answer to Parliament for the 
spending which he authorises. The 
amount which is spent and not included 
in the additional estimates is reported to 
Parliament shortly after the close of the 
financial year in a statement of expendi- 
ture from Advance to the Treasurer and 
it has become the custom of the Joint 
Committee of Public Accounts of the 
Commonwealth Parliament to make a 
close scrutiny of that statement. They 
seek explanation from officers of the de- 
partments for which amounts are included 
in the Statement, from officers of the 
Treasury, from officers of the Audit 
Office and present to Parliament their re- 
port on that expenditure at the same time 
as the Statement itself is tabled. 


The Reporting 
Certain responsibilities are placed on 


the Treasurer for reporting to Parlia- 


ment. In the first place, the Treasurer 
is required, at the close of each month, 
to publish a Statement of Receipts and 
Expenditure of the Commonwealth. This 
statement summarises the expenditure 
during the preceding months and ac- 
cumulates under the same headings the 
expenditure for the financial year. The 
major statement, major in the sense of 
public interest, is the annual statement 
to Parliament called the Finance State- 
ment — somewhat smaller in volume than 
the Estimates of Receipts and Expendi- 
ture — which, by law, is transmitted by 
the Treasurer to the Auditor-General. 
Accompanied by the Report of the 
Auditor-General, the Finance Statement 
is presented to the Parliament, and no 
doubt you all know of that from the 
reports which are made of it in the press, 
but perhaps you were not aware that the 
occasion for it is the presentation to 
Parliament of the Finance Statement of 
the Treasurer on which the Auditor- 
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General’s Report is based. This perhaps 
slides quickly over the other reporting, 
which is going on daily, of the expendi- 
ture in relation to the Parliamentary Ap.- 
propriation, the reporting to the account- 
ing officers whose legal and statutory 
responsibility it is to ensure that what 
Parliament has said shall be spent shall 
not be exceeded, and the task of the 
authorising officer to ensure that he does 
not commit forward liabilities beyond the 
appropriation of Parliament or beyond 
what he has been authorised by the 
Treasurer to anticipate in the future. 


The Parliament in recent years has 
revived in relation to the reporting to 
Parliament the Joint Committee of Public 
Accounts which was born in the early 
days of Federation and suspended in the 
depression. The Joint Committee of Pub- 
lic Accounts has since its reformation 
annually scrutinised in great detail what 
used to be called the Supplementary 
Estimates and what is now the statement 
that I have just described of the expendi- 
ture remaining at 30 June from the Ad- 
vance to the Treasurer. It examines that 
Statement in great detail. It regards the 
Statement as a table of amounts which 
have been spent in excess of the detailed 
appropriations of the Parliament. By 
definition it represents expenditure from 
the appropriation for Advance to the 
Treasurer. Properly jealous of _ the 
perogatives of the Parliament, the Joint 
Committee of Public Accounts requires 
the fullest explanation and justification 
from departmental officers of the reasons 
for there not having been a prior Parlia- 
mentary appropriation in detail for the 
expenditure. 


In addition to these enquiries, the 
Committee has engaged in a number of 
particular investigations of transactions 
which have been referred to it or come 
to its notice. I mention in a little more 
detail, though, some of the positive steps. 
as distinct from the investigations, which 
the Committee has undertaken. 


There are two of which I have some 
knowledge. The first was the investiga 
ion, at the suggestion of the Treasury, 
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into the Parliamentary practice of con- 
sidering Supplementary Estimates of Ex- 
penditure and debating a Supplementary 
Appropriation Bill each year. Briefly it 
can be said that there was a situation in 
which the Parliament was purporting to 
make a Supplementary Appropriation 
Act, let us say, for the year ended 30 
June, 1953, and doing so sometime in 
May, 1954. Apart from scrutinising and 
improving the timetable, which was some- 
what of a joint enterprise, the Committee 
examined in a constructive way the need 
for utilising a relatively expensive piece 
of machinery to obtain an Act of the 
Commonwealth Parliament, which in- 
volves the forms of the House, the pro- 
cedures of Parliament, the printing of 
documents and the wide distribution of 
documents, and concluded that this was 
ateform long overdue. It recommended 
the adoption of the proposal put to it 
on behalf of the Treasurer to abandon 
this practice of Supplementary Estimates 
and an Appropriation Act. In _ their 
stead, promptly after 30 June of each 
financial year, a statement is now pre- 
snted of expenditure made from the 
Appropriation entitled “Advance to the 
Treasurer”’ and this is dissected into the 
details that would have been included 
previously in the Supplementary Esti- 
mates. 


The other occasion was when the 
Committee embarked upon an investiga- 
ion of the Trust Fund in late 1957, at 
atime when much public attention had 
ben directed towards the Trust Fund 
and, as so often happens, ignorance had 
bred suspicion and belief that in this 
mysterious and unknown Trust Fund lay 
all manner of tricks. The Joint Com- 
mittee of Public Accounts spent many 
lng weeks taking evidence and investi- 
gating what was done, and the report, is 
a classic statement, of a very complex 
hice of financial machinery. From that 
tay I have not seen a word of criticism, 
lirect or implied, against the Trust Fund 
of the Commonwealth. 


Just to anticipate a question or some 
miticism that I have heard before about 
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the mass of documents, be it the Esti- 
mates of Receipts and Expenditure or 
the Budget Papers, or the Finance State- 
ment, and duplication or repetition of 
information, may I say that the Joint 
Committtee of Public Accounts has an- 
nounced some time ago its intention to 
undertake as a study, and a constructive 
study, these basic financial documents of 
the Commonwealth. It will determine 
what improvements it can recommend 
and what changes it can make to put 
them into a form more useful, not to 
those who will not read them but to 
those who are prepared to take some 
time to look at what is a vast and con- 
centrated amount of information. 


The Means 

Now a word or two about the mundane 
task of carrying out this process of 
accounting to Parliament. In the context 
in which I set these remarks I was 
endeavouring to convey that the book- 
keeping leading to the monthly statements 
of the Treasurer and the annual Finance 
Statement is something of a burden of 
accounting work. Like most activities, 
the Treasury of the Commonwealth suf- 
fers its bottle-necks and it so happens 
that in the middle of the calendar year 
several things happen at the same time. 
There is the need to finalise, because of 
the Parliamentary timetable, the Addi- 
tional Estimates of Expenditure for the 
current year. At the same time, the 
Estimates of Expenditure for the new 
year are being formulated. The Bill for 
Supply for the first four or five months 
of the new financial year is being pre- 
pared. The Statement of Expenditure 
from Advance to the Treasurer is being 
prepared in another officer’s spare time, 
and, over and above that, the Auditor- 
General quite properly and reasonably 
expects to receive Statements of Receipts 
and Expenditure for the year ended 30 
June any time from 1 July onwards. 


Like most organisations, the Treasury is 
not staffed throughout the year to handle 
the peak load and over the last eight to 
twelve months we have been looking at 
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what could be done to facilitate this 
preparation of accounts and the presenta- 
tion of the reports. For many years, much 
of the analysis into these 4,000 account- 
ing heads has been done throughout the 
year in the outposts. That change was 
made at the time when the volume of 
work grew beyond the capacity of the 
accounting officers in the Treasury with 
their manuscript ledgers. The Treasury 
has always provided a central paying 
office in the various capital cities for the 
payment of Commonwealth accounts and 
there have been from time immemorial, 
if that is a fair description of Federation, 
Sub-Treasuries in the capital cities with 
responsibility, among other things, for 
the recording and accumulation of ex- 
penditure day by day through to the 
end of each month. Then, at the end of 
each month, there is a reporting to the 
Treasury in Canberra and an accumula- 
tion of the expenditure throughout Aus- 
tralia. 


We found it possible, with the use of 
perforated paper tape in the Sub-Treasury 
offices throughout Australia and with the 
use of teletype channels to link all the 
Treasury offices together, substantially to 
reduce the physical labour that is involved 
in putting together, after the close of each 
month and after the close of the financial 
year, the figures covering the transactions 
which total £5,000 million each year 
spread over a great many individual 
transactions. I hope that as time goes 
on the speed and the efficiency of the 
reporting to Parliament will be even 
greater. I did not intend to waste your 
time by talking more about the nuts and 
bolts of the trade, however interesting 
these may have become or however 
fashionable it has become to talk about 
the variety of hardware that is in use. 
But perforated paper tape and a com- 
puter in the central location at Canberra 
has made the recording and the reporting 
of information to Parliament a much 
quicker and a much less difficult task 
than it was a year ago. If comparisons 
were to be meaningful, it is to me like 
the revolution, that we all shared, from 
the days of the manuscript bound ledgers 
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to the first loose-leaf ledgers posted on 
book-keeping machines. 


At the close of the address those 
present were invited to submit questions, 
A number of these, with Mr. Hewitt’s 
answers, are appended. 


Q.— It is the practice, I believe, to make cash 
advances to remote areas. How do you ac- 
count for cash advances as an imprest or 
as cash expenditure? 


A.—In accordance with the best practice, we 
do both. They are treated in the Treasurer's 
Accounts, that is for the purposes of the ap- 
propriation of Parliament and in the Finance 
Statement, as an expenditure. When an Im. 
prest Account is set up at a post such as Brazil 
an appropriation is sought from the Parliament 
to provide, e.g., £2,000, as an advance to the 
Imprest Account and, as far as the expenditure 
of the Commonwealth is concerned, that is 
recorded in the expenditure of the year as 
expenditure. The second half of my answer is 
to record the practice of the controlling depart- 
ment which notes, in a subsidiary record (a 
register of advances), that the amount of 
£2,000 has been sent to Brazil as an advance 
to open an Imprest Account from which the 
accounting officer at Brazil would be acquitted 
each month according to the vouchers sent 
over, and he will then be reimbursed for these 
vouchers on the ordinary imprest basis. Those 
payments which he has made, and for which 
he is reimbursed, find their way into the ex- 
penditure for the year. So you might quite 
well criticise the accounts for the first year, in 
which would be shown, let us say, the expendi- 
ture in Brazil as being £4,000 instead of the 
figure that you, in another sphere, would take 
as being £2,000. But for the purposes of Com- 
monwealth expenditure, we say it is £4,000 and 
the advance, as far as the Treasurer’s Accounts 
are concerned, is treated as a disbursement of 
expenditure, although the department control- 
ling the post keeps a record of the advance 
and complete forms of acquittance are required 
for the reimbursement of it. 


Q.—The Treasurer, in his Budget speech 
announced in the current year there would be 
a substantial deficit. Could Mr. Hewitt tell us 
whether for the first time in several years I 
the Consolidated Revenue Fund there will be 
a deficit? 


A.—First of all, I wish to say that the use 0! 
the terms may become misleading. In point 0 
strict fact, the Treasurer did not say that there 
would be a deficit this year in the sense In 
which I think you mean. I am old-fashioned 
enough to think of a deficit as meaning a shor! 
fall in Revenue and a deficit in the Consoli- 
dated Revenue Fund. But there is, in addition 
another use for the term which has grown UP 
in recent years. to describe the net result 0! 
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adding up all the figures in the Consolidated 
Revenue Fund and the Loan Fund and taking 
into consideration all the amounts of cash 
which are required by the Commonwealth 
including the sum that is necessary to meet the 
programme of the Loan Council for the loan 
requirements of the States. I think you will 
find, if you read the Budget speech, that the 
deficit was preceded by the word “cash”, and 
it was a “cash” deficit over all the transactions 
as distinct from a deficit in the Consolidated 
Revenue Fund. 


As to the second part of your question, | am 
sure you will forgive me for not attempting to 
forecast what the state of the Consolidated 
Revenue Fund is or is not likely to be, but | 
can say that I do not think there will be the 
slightest prospect of the Consolidated Revenue 
Fund showing a surplus. The purposes of the 
Commonwealth for which expenditure may be 
appropriated are not, of course, infinite nor do 
| wish to imply that the expenditure would 
automatically catch up with revenue in any 
case. On the other hand, there have been very 
substantial appropriations in recent years for 
the purposes of debt redemption and _ there 
have been people who have asserted that the 
amount of the appropriation for debt redemp- 
tion represented what in earlier times might 
have been described as a revenue surplus. That 
enters upon a field to which I could not do 
justice now, viz.. what happens to surplus 
revenue of the Commonwealth, which is a 
very interesting subject. It is governed by 
some very old statutes and by a section of the 
Constitution which refers to the surplus revenue 
of the Commonwealth as being the property 
of the States. But even that can be misleading 
because there is a very interesting decision of 
the High Court. You, as I did, would think of 
“surplus” as the difference between cash re- 
ceipts and cash payments. But there is in the 
judgment of the High Court a different mean- 
ing, that the surplus is the difference between 
cash receipts, on the one hand, and, on the 
other hand, the sum of cash expenditure and 
the cash that could have been expended under 
appropriations that have not yet been ex- 
hausted 


Q.—Mr. Hewitt just mentioned, in passing. 
a connection between the Public Service Board 
and the Treasury. I am interested in what 
seems to me a somewhat circular problem in 
that a department may make provisions in its 
Estimates for some funds which eventually the 
Public Service Board does not approve and 
therefore the funds, I assume, are stagnant. 
On the other hand, the Public Service Board 
may approve of some increase in staff benefits 
or some other money expenditure of that sort 
which is not in the Budget in the first place 
How are these two differences reconciled? 


A.— Well first of all, Mr. Chairman, however 
much I give the impression to the contrary. I 
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can assure you that, even if it is only because 
of overwork, one does not stagnate in the 
Treasury, but, as to the other part of the 
question, perhaps I misled you. For many 
years it has been the practice of the Parliament 
for the ensuing financial year to appropriate 
funds for salaries only for positions which 
have been created by the Public Service Board 
up to the preceding 30 June, and there is no 
provision made in the Estimates for the future 
year for positions not yet created, perhaps not 
yet even sought. Again, perhaps I should 
refine that by saying that there is always a gap 
between | July and the final date when the 
Estimates are printed and are submitted to the 
Parliament during which some positions may 
have been created. Funds would then be pro- 
vided and the printed proof of the Estimates 
amended. But, subject to that qualification, the 
positions that may be provided during the 
course of the financial year are the subject of 
separate consideration by the Treasurer for the 
provision of funds from the appropriation 
which I referred to, viz., “Advance to the 
Treasurer”, and subsequent inclusion in the 
Additional Estimates or, in the last few months 
in the year, in the Statement of Expenditure 
from Advance to the Treasurer 


Q.—Mr. Hewitt, | was under the impression 
that if funds in an appropriation could not be 
spent within the year they were lost. You 
suggest that a means could be provided for 
that money to be carried over. Is that right? 


A.—Well, it is a fair general statement. But 
in the first place the money would not get lost 
I mean the appropriation that is not spent 
it would be gathered into the fold. The 
money has been appropriated for a purpose 
and the unexpended portion of the appropria- 
tion lapses at 30 June and no longer can be 
spent for that purpose. But as to the second 
part of your question, yes, that does happen 
The Parliament provides, in effect, appropria- 
tions which do not lapse at 30 June. I men- 
tioned one kind; there is another kind, too 
There are what we call special appropriations 
and if you browse through the statutes of the 
Commonwealth you will find that in a number 
of Acts of Parliament there is an appropriation 
clause and the Bill for that Act was treated 
as a money Bill in accordance with the require- 
ments of the Constitution. To take the simplest 
example, the Act of Parliament which deals 
with the pensions of the Judiciary provides an 
appropriation and that appropriation. being in 
a separate Act of Parliament, does not lapse 
at 30 June. Then there is the class of appro- 
priation which I mentioned as being provided 
through Trust Accounts. which are no more 
than appropriation for the purposes which are 
enshrined in the instrument creating the Trust 
Account itself. As long as the Trust Account 
is in existence, then, irrespective of the end of 
the financial year on 30 June. any balance in 
that Trust Account can be spent for those 
purposes 
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ULY has been an important month 
in the Australian financial world. It 
has seen a tremendous upsurge in local 
confidence in the future of the economy 
—this has been expressed by a buoyant 
share market—and, probably as an in- 
tegral part of the confidence, there has 
been a new emphasis in the trend to- 
wards business take-overs. 


The take-over trend is far from being 
peculiar to Australia. In London at the 
present time there have been take-over 
bids sufficient to make our surge seem 
only small time. Yet, July culminated 
in the biggest bid in Australia’s history 
—the offer for Masonite Holdings Ltd. 
by Colonial Sugar Refining Co. Ltd. Not 
only was the offer a large one, it was 
worth £6.8 million, but it appeared to 
be a generous one. C.S.R., it seemed, 
was extremely anxious to secure control 
of this undertaking. 


Masonite had been experiencing con- 
siderable difficulty in producing a new 
hardboard at a new plant at Eildon, 
Victoria. In fact, the difficulties were 
sufficiently great to threaten the pro- 
fitability of the whole undertaking. The 
new board had proved to be unstable, 
and unsuitable for use as a wallboard. 
But attempts were being made to over- 
come the disabilities and, shortly before 
the take-over moves, a technical expert 
had been brought out from the US. 
Masonite Corporation. 


However, despite its endeavours, 
Masonite was drifting into a take-over 
situation, a vulnerable situation for these 
days. The share market sensed it and, 
following a statement from Tasmania’s 
Associated Pulp and Paper Mills Ltd. 
(which also produces a hard board) that 
certain negotiations were pending, mar- 
ket opinion fell on Masonite as the pro- 
bable other party to the deal. 
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This situation brought a new factor 
into play. Assuming that Associated Pulp 
was, in fact, a bidder for Masonite, 
then this company, with its “Burnie 
Board” together with “Masonite” would 
be a dominant force in the trade. This 
position would have affected Colonial 
Sugar which also is a large-scale pro- 
ducer of hardboard. From this situa- 
tion it might be argued that Colonial 
Sugar, for protective reasons, was forced 
to enter the bidding. 


Shortly after the Associated Pulp an- 
nouncement, Masonite reported that cer- 
tain approaches had been made to it 
by cther organisations. It is now history 
that Colonial Sugar was the successful 
organisation. However, this assumed 
background provides tangible reasons for 
the apparent generosity of the CSR. 
offer—they couldn’t afford to miss out 
on the deal. 


Another angle is that Colonial Sugar 
has now, more than ever, out 
lived the scope indicated by its 
name. Already strongly entrenched in 
the chemical industry, this organisation 
is now a giant in the field cf building 
materials. Its growth could go still 
further. The company has told share- 
holders that it intends to expand by the 
issue of shares. Shortly before the Mason- 
ite deal, the company acquired a sub- 
stantial shareholding in the Bradford In- 
sulation group of companies—the largest 
in this field in Australia. 





It is apparent that Colonial Sugar is 
well in the trend for expansion by taking 
over other enterprises. On the basis of 
share capital it is now neck and neck 
with the Bank of N.S.W. for the distinc- 
tion of being the second largest Aus 
tralian company to B.H.P. 


* . + 
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Another big take-over deal, that of 
the offer by Ansett Transport Industries 
Ltd., for South Australia’s Airline 


Guinea Holdings Ltd., has been less 
smooth, and it has been brought about 
by different circumstances. 


The Guinea routes would be of value 
to Ansett as a part of a rationalisation 
programme. But, even so, it is possible 
that this bidder would not have been 
quite so interested had not the Guinea 
company put itself in a vulnerable take- 
over situation. It possesses a valuable 
share portfolio. This situation, of an 
assets-rich organisation, together with a 
relatively low dividend paying policy 
meant that the company might not have 
had the share market that it deserved. 
Consequently, it would have been a take- 
over proposition, with or withcut the 
airline. 


Since the Ansett offer, which the board 
has resisted, shareholders have been told 
that future dividends would be higher. 
However, this could well be another “too 
little too late” situation. In these days of 
strong take-over consciousness, a too- 
conservative board policy can cause a 
company to become vulnerable to a 
bidder. 


+ + * 


No company is exempt from this pos- 
sibility, no matter how big it is. It might 
be observed that the big Burns Philip 
organisation has reversed a policy of 
years of great conservatism and now 
gives the impression that it might even 
issue bonus shares almost every year. 
This is an obvious pointer to sharehold- 
ers and investors genrally that this com- 
pany’s shares should be accorded a high 
value—and a distinct “hands off” to any 
would-be bidder. Another Sydney com- 
pany, Australia Hotel, which also has 
been “approached,” had embarked upon 
a bonus issue programme. 


This general take-over consciousness 
has brought new skills into play. There 
are, in fact, take-over specialists in opera- 
tion. These people look for likely take- 
Over propositions, seek out a company 
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to which such a deal might appeal, and 
then bring them together. It goes with- 
out saying that the aggressive parties in 
these transactions need not be limited to 
local companies. 


There was a time when it was thought 
that local listed companies had the upper 
hand in any such deal. Because they 
enjoyed a high market premium on their 
shares, and could issue shares as pur- 
chase consideration, it was believed that 
these companies would be able to out- 
bid any overseas organisaticn as it would 
be forced to use cash. However, the re- 
cent example of the U.S. National Dairies 
organisation, in its acquisition of the 
local Kraft company, put a stop to this 
complacent thinking. National Dairies 
listed its shares out here and so was 
able to use its share premium to advan- 
tage. 


° o + 


The obvious outcome of all this is a 
change in the old ways of thinking. It 
no longer pays a public company to be 
ultra-conservative in accounting. Further- 
more, company directors no longer can 
afford to ignore the movements of their 
shares on the Stock Exchange. A par- 
ticularly low market value, lower than 
it should be, is an open invitation to the 
bidder. 


This state of affairs could give rise to 
some dangerous situations. It might be 
“unhealthy” for directors to take too 
great an interest in the prices of their 
company’s shares and perhaps to at- 
tempt to influence the market at times. 


Yet, boards can be excused for taking 
steps to educate the investing public in 
the real worth of their particular com- 
pany. There was a recent example of 
this. Australian National Industries, a 
Sydney-based company, put out an at- 
tractive booklet showing the company’s 
wide field of operation. It was thought 
that many people were considering this 
organisation to be principally a motor 
distributing concern (one of its sub- 
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sidiaries is motor distributor, John 
McGrath) while it was in fact a large- 
scale engineering operator as well. 


Perhaps we will see more of this kind 
of thing. And, perhaps we can expect 
annual reports to shareholders to be 
more educational in the future. 


For the public generally the whole 
trend is likely to have considerable ad- 
vantages. From now on, the board that 
is behind the times is likely to have to 
pay the price. The old idea of conserva- 
tism might have some advantages but, 
with its scope for hiding inefficiencies, 
it is no longer suitable for companies in 
which the public is intended to take an 
interest. 


With all of this highly speculative 
flavour about shares, it is small wonder 
that the Stock Exchanges are enjoying 
peak price levels and a record volume 
of trading. In recent months, the over- 
seas investor has been the major influ- 
ence on the Australian markets. There 
has been a world-wide boom in share 
prices, and some of the overseas buying 
enthusiasm has spilled over to this coun- 
try. With the need, on the part of these 
people, to find reasonable-looking in- 
vestments outside their own countries, 
there has begun an intensive investigation 
of Australia. The result has been ap- 
proval of our possibilities. 


The resulting buying surge in Aus- 
tralian investments has changed the local 
market situation. Overseas buying has 
displaced the strong buying of the finan- 
cial institutions as the dominant force in 
the market. 


But, lately, a new situation has arisen. 
The ordinary Australian investor has, 
seemingly, taken his courage into his 
hands and entered the market with en- 
thusiasm. The local economic outlook has 
brightened considerably. With the new 
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overseas buying superimposed on the in- 
stitutional support for the market, it 
seems unlikely that share prices will fall 
very much. Accordingly, the ordinary 
investor has become extremely optimistic. 


Obviously, the take-over fever has 
something to do with this optimism. The 
view that there will be more attractive 
take-overs is a reasonable assumption. 
And, so too, is the view that many 
companies will be forced to adopt pro- 
tective measures to thwart take-over. 
Both possibilities spell investment bene- 
fits. 

+ + + 


The economic outlook for Australia 
and for the world generally appears to 
be bright for the next decade. The 
Manufacturing Industries Advisory Coun- 
cil sees a strongly expansionary trend. 


The council has taken this view follow- 
ing a survey made by a panel of five of 
its members, all well-known businessmen. 


In its report the panel found: — 


@ The decade ahead is one of op- 
portunity but the problems arising, parti- 
cularly the complex demands which will 
be made on capital resources, require 
immediate and intensive study both by 
Government and industry. 


@ The Australian work force in 1958 
was estimated at about four million and 
is likely to rise to about 5,300,000 by 
1970. 


@ Assuming manufacturing industry 
continues to employ the same proportion 
of the work force as at present, it would 
have to provide employment for about 
400,000 more people by that date. 


@ There are many avenues for further 
development of manufacturing. The 
Australian industrial structure still has 
a number of gaps and expanding popv- 
lation will provide numerous opportuni- 
ties for development. 
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Current Problems Discussed in 
Overseas Journals 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


Accounting Procedures 


“Putting Method and Speed into Your 
Accounting and Closing” is the apt title 
of a case study by W. R. Dee, N.A.A. 
Bulletin, February, which describes the 
planning, design and installation of a new 
accounting system for a lumber company. 
The numerous exhibits include depart- 
mental operating reports, charts of ac- 
counts, accounting manual and closing 
schedule. 


Accounting Reports 


“How to Control Report-itis”, is the 
title of an article by Ray Marien appear- 
ing in the January issue of the The Con- 
troller. It provides questionnaires of the 
type that could be used to determine the 
usefulness of existing reports in relation 
to the time, effort and expense involved 
in their preparation. 


Phillip L. West, writing in The Jour- 
nal of Accountancy, February, on “The 
Reporting of Earnings to Stockholders,” 
suggests that, in order to provide more 
useful information to the growing num- 
ber of small shareholders of large cor- 
porations, the conventional income state- 
ment and balance sheet should be sup- 
plemented by a statement of source and 
disposition of funds. An indication of 
the effects of inflation and financial posi- 
tion should also be included. 


Auditing 

That there are no set patterns that 
motivate embezzlement any more than 
there is a typical embezzler is one of the 
propesitions advanced by Charles A. 
Stewart, The Journal of Accountancy, 
February. While management has the 
tasic responsibility for providing safe- 
tuards against fraud, the auditor must 
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evaluate the system of internal control, 
recommending changes where necessary. 


In The Accountants’ Magazine, '‘Feb- 
ruary, John A. Stewart contributes the 
second part of a series of three articles 
on “Auditing Methods and Responsi- 
bilities.” The purpose and scope of test 
checking are examined and some atten- 
tion given to the special problems intro- 
duced by mechanised accounting. 


Break-even Analysis 


In the December issue of The Canadian 
Chartered Accountant there is an article 
by Bruce C. Willis on “The Use of Break- 
Even Analysis in Management”. 


Controllership 


The survey conducted by the Con- 
trollership Foundation and entitled “Pro- 
file of the Corporate Controller” is con- 
cluded in the February issue of The Con- 
troller. An analysis by age groups shows 
the typical control executive to be 45 
years of age. Nearly all controllers 
have studied at university level — 70% 
having completed the four year under- 
graduate course with 40% having cover- 
ed one or two years of graduate study. 
In addition, most have undertaken other 
forms of adult education. Accounting 
was the main specialisation of 59% of 
the graduates and 48% had experience in 
public accounting, but the breadth of in- 
terests and diversity of background train- 
ing is considerable. 


Depreciation 

Two contributors to the N.A.A. Bul- 
letin, February, consider the problems 
of depreciation accounting in a period 
of long-term inflation. H. G. Avery, 
“Economic Value v. Original Cost — A 
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Discussion of Bases for Calculating 
Earnings,” examines the problem with 
particular reference to the regulation of 
utility company charges by statutory 
authorities in the U.S.A. He concludes 
that, “for the present, at least, original 
cost seems to be the best criterion.” 
F. J. Sengstacke, “The Depreciation 
Dilemma Has More Than Two Horns,” 
ranges widely over the field of deprecia- 
tion theory. One of his suggestions is 
that product costs, at least, should in- 
clude depreciation based on _ replace- 
ment values. They may be kept on 
a statistical basis, or they may be in- 
corporated into the books of account 
by transferring to an inventory variance 
account the difference between the de- 
preciation recognised in product costs 
and the depreciation recorded in the 
general books of account. He also 
sounds a warning that “if long-range 
plans are not made soundly and assets 
replaced on a planned basis, a com- 
pany may find that all of its assets are 
suddenly no longer competitive, that 
large amounts of funds will be required 
to replace their efficiency, and that the 
funds to do so are not available.” 


Electronic Data Processing 

P. S. Cruttenden, “An Approach to 
Inventory Control,” Cost and Manage- 
ment, February, describes procedures for 
handling inventory accounting on elec- 
tronic computers. Among cther ad- 
vantages, these procedures can help to 
attain efficient inventory turnover and 
reduce inventory investment, locate stock 
more efficiently and speed up inventory 
operations, improve purchasing and aid 
in forecasting demand. 

A. H. Dawkes, “The Application of 
Electronic Computers to Stores Record- 
ing,” The Cost Accountant, February, de- 
scribes a possible application of an elec- 
tronic computer to the stores recording 
problems of a heavy engineering factory. 


“Using 1.D.P. for Inventory Control,” 
by Frank H. Muns, appears in The Con- 
troller for February. It covers the ex- 
perience of the Westinghouse Electric 
Corporation in the installation of integ- 
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rated data processing for the handling 
of invoicing, shipping and inventory con- 
trol throughout their widespread distri- 
bution channels. The system employs 
leased wire communications and an elec- 
tronic computer. 


V. H. Birthisel, “Producing Production 
Standard Costs on a Computer,” N.A.A. 
Bulletin, February, describes how stan- 
dard cost data on some 10,000 product 
items are maintained and applied to out- 
put figures by means of an I.B.M. 650 
electronic computer. 


In the February issue of The Account- 
ants’ Journal (U.K.) summaries of seven 
papers which were presented at the Busi- 
ness Computer Symposium are given, 
covering use of the computer to produce 
analyses of sales statistics, and various 
schedules for production control. 


The February issue of The Account- 
ants’ Journal (N.Z.) features articles on 
electronic data processing. It is sug- 
gested, editorially, that the smaller siz 
of the business unit in New Zealand has 
delayed extensive installations of elec- 
tronic equipment until it now appears, as 
in the case of the introduction of tele- 
vision, that much may be gained by care- 
ful study of U.K. and U.S. experience 
Mistakes in selection of equipment may 
be avoided and much greater initial bene- 
fit obtained from installation of better 
integrated systems. The journal includes 
an article by A. B. Dixon entitled “E.D.P 
—Miracle or Monster?” and another by 
A. W. Graham on “The Role of Pro- 
fessional Institutes in the Development 
of Electronic Data Processing.” The lat- 
ter discusses. what has been done }) 
accountancy professional bodies in U.K, 
U.S.A. and N.Z. and what further ac- 
tivities might be carried out by these s0- 
cieties to provide education in E.DP 
A third article by T. S. Bayley, “Taking 
a Look at Punched Cards,” deals with 
a closely related development. 


Governmental Accounting 

The United States Atomic Energ) 
Commission faced an awkward dilemmé 
in deciding whether to adopt deprecia- 
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tion accounting. On the. one hand, its 
management felt that a large industrial 
undertaking such as the A.E.C. would be 
best served by ordinary industrial ac- 
counting procedures; on the other hand, 
dependence on Congressional appropria- 
tions made it essential to maintain ac- 
counts on a cash basis, in accordance 
with the traditional pattern of govern- 
ment accounting. How the A.E.C. man- 
aged to achieve the main benefits of de- 
preciation accounting with a minimum 
of duplication of accounts is told by J. 
R. Croxall, “Depreciation Accounting in 
the Atomic Energy Commission,” N.A.A. 
Bulletin, February. 


Integrated Data Processing 


Paul C. Elliott makes a survey of “In- 
tegrated Data Processing” in a lecture 
to internal auditors, reproduced in The 
Accountant, February. He compares 
a clerical procedure of sales invoicing be- 
fore and after integration and discusses 
the internal auditor’s functions in rela- 
tion to I.D.P. 


Inventory Control 

Harry Dugdale, writing on “Materials 
Loss Control” in The Accountant, 27 
December, advocates a number of 
measures designed to minimise losses of 
materials in storage and production. As 
a complement to materials specifications 
for preducts, a materials loss standard 
should be established and adequate re- 
ports prepared by manufacturing depart- 
ments on losses of materials as well as 
reports On output. 


Management Accounting 

The accountant’s contribution to man- 
agement of smaller businesses is the 
theme of “Turning Plans into £.s.d.,” an 
article by Christopher Bostock in The 
Accountant of 28 February and 7 March. 
He adopts the view that management 
accounting is more an attitude of mind 
than a type of work and applies this 
lew to various aspects of management 
planning. 


Four articles in the N.A.A. Bulletin, 
tebruary. describe ways in which ac- 
fustralian 4ueust, 1959 


dccountant 


countants can offer better service to 
management. A. J. Bows, Jr., “Creative 
Accounting Pays Its Way,” suggests that 
accountants advise their management of 
the effects cf inflation on “real profits,” 
employee compensation, etc., and that 
they help management by analysing re- 
turn On investment, inventory policies, 
seasonal peaks, make-or-buy problems 
transport costs, and the cost of supply- 
ing small orders. H. C. Crisman de- 
scribes some reports not usually issued 
by accountants, and suggests that they 
may be more valuable to management 
than many that are. “Let’s Stamp Out 
‘Bootleg’ Figures,” says J. N. Merrill, 
pointing out that when non-accountants 
produce figures of their own, it is usually 
a sign that the accountant has failed to 
provide them with the information they 
need. Suggested remedial measures in- 
clude prompter reports, better forms of 
presentation and closer contact with op- 
erating people. Much the same advice 
is given by J. E. Trainer, in a broad 
review of “How Accountants Can Help 
Management Manage.” He also re- 
commends prompter reports, simpler 
presentation and more time spent in the 
factory; in addition, accountants should 
devote more time to the analysis of the 
statements they prepare, and endeavour 
to prepare forecasts of complete operating 
Statements at the beginning of each 
eriod. 


Management Planning and Control 


Management Planning and Control” 
was the subject of the 1958 annual con- 


ference of the Chartered Institute in 
Canada. The four papers delivered at 
the conference appear in the December 
issue of their journal. The paper by 
J. A. Desrochers dealt with “Long Range 
Planning” but continued through to the 
preparation cf the shorter term financial 
budgets. “Money Management” was 
covered by Trevor Moore, who dealt with 
planned capital structure and the control 
of working funds as a background to cash 
forecasts. R. D. Armstrong spoke on 
“Control and the Long Term Plan” and 
dealt with control in relation to the over- 
all strategy of the firm, whilst Ronald 
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Chagnon, under the title “Essential 
Elements of Control”, was more in- 
terested in the means of achieving internal 
control. 


In the N.A.A. Bulletin, December, 
D. D. Henion recounts the story of the 
installation of a complete set of manage- 
ment controls—financial and non-finan- 





cial—in a manufacturing company. 
Mathematics 
“How’s Your Conferential Arith- 


metic?” asks R. A. Miller in the N.A.A. 
Bulletin, December. The _pencil-and- 
paper methods we learnt at school do not 
lend themselves to rapid mental calcul- 
ation; with a different approach and a 
little practice, “you will be able to do 
mentally operations which you would not 
have believed possible”. 


Pricing Policy 

“A Proposal for Dual Pricing of Intra- 
Company Transfers” by A. R. Drebin, 
N.A.A. Bulletin, February, is designed 
to eliminate the need for negotiation and 
arbitraticn between divisions of a com- 
pany, and at the same time ensure that 
the buying and selling decisions of each 
division, freely made to maximise divi- 
sional profit, will also maximise the profit 
of the enterprise as a whole. The pro- 
posal is that the buying division should be 
debited with the marginal cost of produc- 
tion, whilst the selling division is credi- 
ted with the marginal revenue accruing 
to the enterprise. 


Profit Determination 

Writing in The Journal of Accoun- 
tancy, March, on the “Accountant’s Re- 
sponsibility in Reporting Corporate 
Profits”, William W. Werntz raises ques- 
tions about major areas in which 
clarification is needed on principles un- 
derlying the determination of profit. The 
areas he discusses are materiality, deter- 
mination of the proper dollar amount 
where losses or expenses are anticipated, 
choice of alternative accounting prin- 
ciples, inflation, pension costs, tax 
allocation, and research and development 
costs. His remarks are orientated to the 
responsibility of the independent auditor. 
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Public Accounting 

A summary of the findings of a recent 
survey of public accountants in California 
is presented by A. B. Carson in “Profile 
of a Profession,” appearing in The 
Journal of Accountancy, January. 


Simplification of Procedures 
“Simplification for Efficiency” is the 
title cf an article by M. J. Glenn in The 
Accountant, 14 March. It recounts some 
of the striking savings and improvements 
in employee relations and efficiency that 
took place in a retail organization when 
the board issued a firm directive that 
everybody from the top executive to the 
most junicr supervisor should take 
vigorous action to get rid of wasteful 
practices. Apart from _ reduction of 
operating costs, there was an improve- 
ment of staff morale, and a reduction 
in the time needed to train newcomers. 





Addresses of Journals Referred to in the 
Above Notes 


The Accountant—27 Basinghall Street, London, 


The Accountants’ Magazine—27 Queen Street, 
Edinburgh 2. 


The Canadian Chartered Accountant—69 
Bloor Street East, Toronto 5, Ontaric, 


Canada. 

The Cost Accountant—63 Portland Place, 
London, W.1. 

Cost and Management—31 Walnut Street, 


South, Hamilton, Ontario, Canada. 


The Journal of Accountancy—270 Madison 
Avenue, New York 16, N.Y. 


N.A.A. Bulletin—SO5 Park Avenue, New 
York 22, N.Y. 


The Controller—2 Park Avenue, New York 
16, N.Y. 


The Accountants Journal (U.K.)—22 Bedford 
Square, London, W.C.1. 


The Accountants Journal (N.Z.)—86 Lambton 
Quay, Wellington, C.1. 


New York Certified Public Accountant—61 
Fifth Avenue, New York 22, N.Y. 
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Goodwill and a 


New Partner 


By C. R. AIREY, a.a.s.a 
Senior Lecturer in Accountancy, University of New South Wales. 


HE purposes of this article are to 

arrive at a satisfactory theory for 
the treatment of goodwill when a part- 
ner is admitted to an existing firm, and 
to discuss a strange fallacy which seems 
to have become established in Australian 
text-books which deal with this matter. 


I shall pass over the case when the 
entry is effected by purchase of the 
share, or part of the share, of a present 
partner. Few writers deal with this case, 
probably because of its extreme sim- 
plicity. Just as when shares in a com- 
pany are transferred, the ledger accounts 
of the firm are unaffected, except for a 
transfer of the balance’ of the selling 
partner's capital to the Capital account 
of the entrant, at par. The consideration 
paid may well differ from the nominal 
capital acquired, being affected by re- 
valuations of assets and an allowance 
for goodwill; but this is purely a matter 
for the two parties and will not be re- 
corded in the ledger. The newcomer 
simply steps into the shoes of his pre- 
decessor. 


It is when additional capital is con- 
tributed that all the difficulty and con- 
fusion of thought arise. The entrant (let 
us call him C) agrees to contribute a 
sum of money—or equivalent assets— 
to the firm, thus increasing its resources. 
If he is to acquire, say, a one-fifth share 
in the capital’!), then he will pay in one- 
fourth of the combined capital of the 
present partners (say A and B). But it 
is unlikely that all concerned will agree 
that the equities of A and B are satis- 





1. Shares in the capital are to be distin- 
guished from shares in the profits. The two 
are not necessarily in the same ratio, but are 
commonly so. In the rest of this article their 
equality is assumed. 
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* 


Author's Note: While this article 
is not. primarily intended for 
students, they may derive some 
benefit from reading it; for, although 
certain points raised may be re- 
garded as controversial, it is not the 
solution of problems that is called 
in question, but only their formula- 
tion. 
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factorily represented by their Capital ac- 
count balances as they stand. Hence 
revaluations of such assets as land, stock, 
plant, etc., are quite likely to be made 
and recorded in the ledger, thus altering 
the Capital accounts of A and B. If 
then the combined capital of A and B 
becomes, say, £8,000, C will be asked 
to pay £2,000 for his one-fifth share. 


Among the assets whose value is likely 
to be reconsidered is goodwill. How- 
ever, it is frequently decided not to re- 
cord goodwill in the books at all—i.e., 
to treat goodwill as a private asset, not 
as an asset of the firm. In this event C, 
who is henceforth to share in the bene- 
fit which goodwill represents—i.e., to 
become a co-proprietor of the goodwill 
with A and B—must buy his one-fifth 
share from them as individuals, not as 
members of the firm. If the goodwill is 
agreed to be worth £1,750, C must then 
pay £350 (described as a premium or 
bonus) to A and B, who divide it in their 
usual profit-sharing ratio. Linking this 
with the above illustration, C’s total pay- 
ment is then £2,350—£2,000 as a con- 
tribution to the firm, and £350 as a 
private payment to A and B. It might 
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now be said that A, B and C are joint 
proprietors in two distinct parcels of 
property: (i) the net assets of the firm; 
(ii) the goodwill. Of each parcel C owns 
one-fifth, and A and B four-fifths be- 
tween them. By virtue of their interests 
in the firm, all three are entitled to shares 
in the “ordinary” or “normal” profits; 
by virtue of their interests in the good- 
will, to the “super” profits which, it is 
hoped, will be earned in the future. Of 
course, no such dissection of the future 
profits will in fact be made; but it is 
usually because of the expectation of 
super-profits that goodwill is deemed to 
have value. 


In spite of the personal character of 
the payment of £350 as premium for 
goodwill, most writers insist that the 
transaction should be passed through the 
books of the firm. The reason given 
for this quite unnecessary complication 
is that unless the premium payment is 
recorded, disputes might arise later. Ap- 
parently it is assumed that if a piece of 
information is not recorded in a ledger, 
it cannot be regarded as recorded at all! 
I am of the opinion that it is wrong in 
principle to enter this essentially private 
transaction between proprietors in the 
firm’s ledger; but at any rate it does 
little harm, except to create difficulties 
for students. 


So, assuming that A and B share 
equally between themselves, the admis- 
sion of C will give rise to the following 
entries: debit cash with £2,350, and 
credit A and B with £175 each, C with 
£2,000. 


Presumably A and B will withdraw 
the amounts credited to them, for noth- 
ing in the situation necessarily calls for 
an increase in their capitals. However, 
they do not have to, unless it is desired 
to maintain Capital account balances in 
strictly the same ratio as profit-sharing. 
Even that could be arranged without 
any withdrawals if it were agreed that C 
should now pay in an_ additional 
such arrangements 


£87/10/-; but all 
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would of course depend upon the firm’s 
need for working capital. 


We now come to the alternative treat- 
ment of goodwill, i.e., when it is “raised” 
(entered) in the books and so treated as 
an, asset of the firm, not of the proprie- 
tors. 


If this is done, the goodwill account 
is to be looked upon merely as another 
asset account to be considered for re- 
valuation, for there is no point of prin- 
ciple distinguishing it from the others. 
If the existing book value is less than the 
agreed present value, an increase will be 
made; if there is no Goodwill account at 
all, the “raising” of it at its present value 
may be regarded as a revaluation from 
zero. The corresponding credit goes to 
A and B; in no circumstances will C be 
credited in connection with this adjust- 
ment.'*? Thus, on previous figures, Good- 
will account is debited with £1,750 and 
A and B credited with £875 each. 


All that now remains to be done is to 
credit C’s capital account with his agreed 
contribution,‘® debiting cash or other 
asset accounts. The whole contribution 
goes to the firm. 


It is most important to note that in 
these circumstances there can be no ques- 
tion of C paying any premium for good- 
will — either to A and B or to the firm. 





2. This does not mean that C will in no 
circumstances be credited for goodwill. C's 
contribution, to be placed to the credit of his 
capital account, need not consist solely of 
cash. Me may bring in assets such as stock 
and debtors. He may even bring in goodwill 
—his own, of course, assuming that he 1s 
already in business and the goodwill of that 
business has transferable value. This goodwill 
is distinct from that of A and B, though it 
will be merged with theirs, and they will re- 
ceive no credit in respect of it, any more than 
C receives credit in respect of theirs. 


3. In what follows the amount is still 
taken to be £2,350 for the sake of compafa- 
bility. The appropriate amount will be one- 
fourth of the combined capitals of A and B 
after deducting any amounts they plan to 
withdraw. 
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Neither the partners nor the firm are 
selling anything to C. The long and short 
of it is that C introduces fresh capital 
and receives full credit for it, in precisely 
the same way that A and B would be 
credited if they had introduced fresh 
capital in cash or any other form. 


In the earlier case (no goodwill on the 
books) £2,000 of C’s payment went to 
the firm and he was credited accordingly. 
The remainder (£350) went to the other 
partners in return for something which 
they sold to C (one-fifth of the private 
asset, goodwill). Here, however, A and 
B are not selling a part of the goodwill 
to C—they have already “sold” all of it 
to the firm. The firm, too, certainly does 
not sell any goodwill to C; for if it did, 
a credit for part of C’s money would be 
made to Goodwill account. 


Hence it is quite wrong, when good- 
will is “raised” to its full agreed value, 
to talk of any premium for it, any more 
than to talk of a premium for stock or 
debtors or plant. To say: “C pays in 
£2,000 as capital and £350 as premium,” 
or even: “C pays in £2,350 including 
£350 for goodwill” only causes confusion 
to students, reflecting corresponding con- 
fusion in the examiner’s mind.‘ 


Yet text-books and examination papers 
still abound with such phrases. Let it 
again be stressed that no objection can 
be taken to these words when Goodwill 
account is left out of the ledger, or its 
balance is allowed to remain short of the 
agreed present value, and C is charged 
by A and B for his share of the differ- 
ence. 


It would seem that the habit of set- 
ting questions in the form just quoted 
springs from a desire to impart some 
element of complication. The value of 
goodwill is not given and the student is 
expected to deduce that it is worth 
£1,750 (five times £350). However, 
the praiseworthy aim of making an 





4. Certain questions set by myself in the 
past must be condemned, I fear, on this 
ground. 
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examination more searching must not be 
achieved by making statements which 
are meaningless. If we want goodwill to 
be entered in the ledger we must either 
state its value or ask students to com- 
pute it by some other means than taking 
a multiple of a non-existent “premium”. 


Is all this a fuss about nothing? I do 
not think so. The fact that questions are 
set which contain such statements is of 
little significance in itself, but important 
as an indication either of imperfect 
understanding of the whole topic or an 
unnecessarily tortuous approach. Let us 
consider the following arguments and 
illustrations, taken from Australian text- 
books. I have changed the figures used 
in the text-book illustrations to conform 
with those I have used previously in this 
article, and the names of partners to A, 
B and C. 


1. The value of goodwill having been 
ascertained as a multiple of the so-called 
premium, Goodwill account is debited 
and all partners are credited with a share, 
despite the fact that C had nothing to do 
with the creation of the goodwill. The 
author justifies this treatment by first 
having C debited and the others credited 
with the premium. Thus C is considered 
to be entitled to his share when the 
Goodwill account is raised. We certainly 
arrive at the correct final position, but 
by an unnecessarily complicated route. 
Thus, using my figures, C is credited 
with £2,350, then debited with £350, 
then credited with £350; while A and B 
are each credited with £875, but in two 
stages (£175, then £700). Surely the 
“premium” approach is not worth all this 
complication! 


2. A and B are credited with the 
amounts necessary to bring the balance 
of Goodwill account up to its full value. 
A part of C’s contribution, though it is 
all paid to the firm, is designated as 
premium, and it is stated that A and B 
are entitled to receive this premium; so 
they withdraw amounts which are to- 
gether equal to it. All the “receiving”, 
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however, was done when they were 
credited as a contra to the Goodwill 
entry; the later withdrawal is completely 
at their own expense, for their capital 
accounts are debited. They receive noth- 
ing from C, or at his expense, at any 
stage, for the Capital account of C is 
credited with his entire contribution and 
is not debited thereafter. 


3. Another text, after listing three 
methods of procedure (Goodwill account 
not raised, raised to its full value, or 
raised only to the amount of premium 
paid) gives yet a fourth, viz., goodwill 
raised to its full value plus a premium, 
to be paid to the existing partners. But 
why should a premium be asked for in 
these circumstances? No premium is 
ever paid for stock, debtors, etc.; why 
then for goodwill, if it is on the books at 
full value? 


4. Several authors make such state- 
ments as: “C is to pay £2,000 as capital 


and £350 as a premium for goodwill” 
and then contradict themselves by credit- 


ing him with the whole £2,350 as capital, 
without any deduction then or later. 


I think that the above examples are 
sufficient to make the point, i.e., that to 
talk of premium for goodwill when it is 
on the books at full value is unhelpful 
and confusing. 


Let us now turn to a third method of 
handling the problem. This is to raise 
Goodwill account, but only to the 
amount of the so-called premium. Agait 
using the same set of figures, this means 
that A and B will be credited with £175 
each, but the debit will go, not to C’s 
Capital account, but to Goodwill ac- 
count. C’s capital therefore remains at 
the full amount paid in by him (£2,350). 
It would appear that A and B want their 
premium, but not at C’s expense. The 
overall effect is that they take £350 of 
the cash paid in by C and compensate 
the firm by “paying in” goodwill which 
they value at £350—i.e., they sell the 
goodwill to the firm for that sum. 
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Clearly, then, they are robbing them- 
selves; for the whole series of trans- 
actions is based on agreement that the 
goodwill is worth £1,750—the sum with 
which they are actually credited by the 
second method discussed above—where- 
as C still is credited with his full £2,350 


It is interesting, but hardly surprising, 
that this method is not even mentioned 
in any English or American text-books 
that | have been able to consult. If 
raising goodwill to full value is right, 
then raising it to a less amount, without 
any other compensating changes, is 
clearly wrong. Perhaps a_ patch-up 
might be effected by having the partners 
agree that A and B reserved exclusive 
rights in the proceeds of the remaining 
four-fifths of the goodwill in the event 
of sale of the business; but the very sug- 
gestion of such a complicated device 
only serves to show how impracticable 
and pointless the method is. 


It is perhaps worth while to show 
that there is no conflict between the 
other two methods discussed in_ this 
article. Again using the same figures, if 
goodwill is recorded at full agreed value. 
A and B (who are assumed to share 
equally) are credited with £875 each 
and C with £2,350. On the other hand, 
using the premium method, A and B 
(before making any withdrawals) are 
credited with £175 each, C with £2,000 
net. The differences are: A £700, B 
£700, C £350. The ratio of these dif- 
ferences is 2: 2: 1, which is the same as 
the new profit-sharing ratio, whereby A 
and B retain equal shares in four-fifths 
of the total and C acquires one-fifth 
Thus, whether goodwill is put on the 
books or not, the relative positions ol 
the partners are precisely the same. If, 
for example, we decided to write off 
Goodwill account after completing the 
entries for C’s admission, the Capital ac- 
counts would be diminished in this ratio 
and would end up exactly as they would 
have been had the premium method been 
used. 
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Capital Erosion — A Reply 


By PROF. RUSSELL MATHEWS and JOHN McB. GRANT. 


F the May issue of The Australian 
Accountant, Mr. R. C. Dalton in an 
article entitled Capital Erosion raised 
some issues connected with the effect 
of inflation on the measurement of busi- 
ness surplus. As these problems were 
discussed with specific reference to our 
book Inflation and Company Finance, 
we feel obliged to answer the problems 
raised. 


The major issue raised by Mr. Dal- 
ton is expressed in his own words as 
follows: 

. while the impact of inflation upon 

a fixed asset is deferred and is required 
to be met, say, only once in every ten 
years (when, no doubt, the impact can 
be a heavy one) its effect upon stocks 
purchased for resale is in quite a different 
category. Stocks are being replaced usu- 
ally once every two or three months 
(they may be replaced every two to 
three weeks) and while the problem pre- 
sented in the case of fixed assets can 
be a serious one, as noted, ordinary ac- 
counting processes adequately counter the 
effects of inflation upon stocks month 
by month: stocks purchased and brought 
in during the first month of trading period 
are stated at money values prevailing at 
the time. They are paid for a month or 
so later and sold (at cost plus the usual 
percentage) at similar money values.” 
(p.279). 


This quotation clearly indicates that 
Mr. Dalton’s view of the impact of 
inflation on an enterprise is primarily 
in terms of the enterprise actually hav- 
ing to replace assets at higher costs. 
He admits that the replacement of fixed 
assets may produce a heavy impact, but 
argues that the replacement of stocks at 
higher costs poses no such problems be- 
cause of the much shorter period which 
elapses between original purchase and 
replacement. It is true that if all prices 





The authors are indebted to Messrs. J. 
W. Bennett and G. C. Harcourt for having 
ttad and commented on a draft of this paper. 


The Australian Accountant, August, 1959 


are rising at the rate of 9% per annum 
the replacement cost of stocks pur- 
chased four months ago will only be 
approximately 3% higher than their 
original cost, whereas the replacement 
cost of a fixed asset purchased ten years 
ago will be 137% higher (1.09'° — 1). 
This, of course, is merely a variant of 
the contention that it is easier to save 
£1 per week than £52 per year. In any 
case, it has no direct relevance to the 
problem of the effect of inflation on the 
measurement of business surplus which 
was the central theme of /nflation and 
Company Finance. 


In that book, we pointed out that in 
the case of a purely trading enterprise 
if there is any difference between the 
historical cost of goods sold and their 
replacement cost (at the time when they 
are sold) the conventional profit mea- 
sure differs from current income, which 
is defined as the difference between costs 
and revenues expressed in current (as 
opposed to historical) prices. To illus- 
trate the relationship between accounting 
profit and current income and at the 
same time show how the stock apprecia- 
tion effect does accumulate over a finan- 
cial period let us consider a simple ex- 
ample. 


Take the case of a trading enterprise 
which maintains a constant physical 
quantity of stock and sells that same 
quantity of goods each month. Let us 
denote the series of monthly sales re- 
venues by m1, fre, rs Ty2 and the 
corresponding series of monthly stock 
purchases by Co, Ci, C2 Ci1, Ci2 
where the subscripts in each case desig- 
nate the month when revenue was re- 
ceived or the cost incurred. The cost Co 
is the original cost of stocks purchased 
in month 0, that is the closing stocks of 
month 0 and the opening stocks of 
month 1. They are absorbed into cost 
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when sold in that month. Accounting 
profit for the year (months 1 - 12) is 
calculated as the sum of the differences 
I; - Co, To - Ci, Fg - Co Ti2 - Ci- 
Current income on the other hand is 
the sum of the differences r; - C;, re - 
Co, f3 - Ca Ty2 - Cio. The differ- 
ence between accounting profit and cur- 
rent income for the year is thus the sum of 
the differences Co - Ci, Ci - Ce, Ce - Cz 
C11 - C12 Which is equal to Co - Ci2 
i.e., the difference between the fixed 
quantity of stocks valued at opening 
prices and closing prices respectively. 


For those who distrust or dislike alge- 
braic symbols the following example, 
which is used to develop a further point, 
may be of assistance. 


A trading enterprise maintains stocks 
of 1,000 units of the single product in 
which it deals. Sales of 1,000 units per 
half-year are made at prices determined 
by adding a 10% margin to historical 
cost. The cost of purchases is rising 
by £12,000 per half-year. The follow- 
ing information is given: 


Opening stock (1,000 units at cost) 
Purchase (1,000 units each half-year) 
Sales (1,000 units each half-year) 
Closing stock (1,000 units at cost) 


From the example it can be seen that 
according to normal accounting proce- 
dures the enterprise has made an ac- 
counting profit of £21,200 for the year. 
Now let us look behind the facade of 
figures and interpret what has happened. 
In the first half-year the firm sold for 
£110,000 goods which it currently cost 
them £112,000 to replace. In the second 
half-year it sold for £123,200 goods 
which cost £124,000 to replace. This can 
hardly be called sound business prac- 
tice. 


In the bottom half of the table current 
income is calculated by deducting stock 
appreciation from the accounting profit 
previously calculated. It can be seen 
that a level of accounting profit, higher 
than would have been experienced with 
stable prices, becomes a negative amount 
of current income, reflecting the fact 
that goods were sold for less than the 
cost at which they could currently be 
replaced. 


In view of statements made by Mr. 
Dalton in his article some comments on 





Second 
Half-year 


First 
Half-year 
£100,000 

112,000 
110,000 


£124,000 
£123,200 
£124,000 


The determination of accounting profit (on a first-in-first-out basis) and current income 
for the two half-years and for the whole year is as follows: 


First Half-Year 
£110,000 


Sales 

Less: Cost of goods sold- 
Opening Stock 
Purchases 


100,000 
112,000 


212,000 
112,000 


Less: Closing Stock 


Accounting Profit 
Less: Stock Appreciation- 
Opening stocks at 
closing prices 
Less: Opening stocks at 
opening prices 


112,000 


100,000 


Current Income 
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100,000 


Whole-Year 
£233,200 


Second Half-Year 
£123,200 


100,000 
236,000 
336,000 
124,000 


112,000 
124,000 


236,000 
124,000 
212,000 


21,200 


112,000 


10,000 11,200 


124,000 124,000 


112,000 100,000 


12,000 


-800 
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the nature of the stock appreciation ad- 
justment and the depreciation adjustment 
are in order: 

(1) Whether the stock appreciation 
adjustment is made or not, closing stocks 
will be valued at historical cost 
(£124,000) in the balance sheet. There 
is no question of “improper valuation 
placed upon stock in trade” (p.277). 


(2) Accounting profits are not “over- 
stated” in times of rising prices, they 
merely exceed current income by the 
amount of the depreciation and stock 
appreciation adjustments. 

(3) In the calculation of stock ap- 
preciation for a half-year, opening stocks 
are revalued at the closing prices of the 
half year. In this way the half-yearly 
results are consistent with the annual re- 
sults. 


(4) Corresponding to the debit entries 
for the stock appreciation (and deprecia- 
tion) adjustments there will be credit 
entries in revaluation reserve accounts 
which will appear in the balance sheet. 
They are not secret reserves. 


(5) In times of falling prices the de- 
preciation and stock appreciation adjust- 
ments should still be made to the account- 
ing profits, but they will, of course, result 
in the value of current income being 
greater than that of accounting profits. 
The concept of “net negative deprecia- 


tion,’ which Mr. Dalton incorrectly 
ascribes to us, does not appear in /n- 
flaion and Company Finance. 


The careful reader will by now have 
realised that the crux of the problem 
cf the measurement of business surplus 
is whether cost should be interpreted in 
terms of historical cost or current replace- 
ment cost. If historical-cost accounting 
is employed and the bulk of profits dis- 
tributed as taxes and dividends, the pro- 
blem arises as to how the firm finances 
the holding of stocks whose replacement 
cost is rising. The proponents of his- 
lorical-cost accounting argue that if ac- 
counting profits are increasing the firm 
will have little difficulty in raising the 
necessary capital because higher divi- 
dends can be paid from the higher pro- 
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fits. However, consider what happens 
when as in 1952-53 there is a sharp 
reversa! in the trend of prices. The 
stocks which cost £124,000 at the end 
of the previous year can now be replaced 
for say £112,000. But what price is 
the firm quoting now? Is the pricing 
policy still a 10% mark-up on historical 
cost? In many cases the firm would 
find that the prevailing retail price is 
now closer to £123,200. In short, in 
times of rising prices firms have no 
difficulty in following a pricing policy of 
adding a mark-up to historical costs, but 
when prices are falling replacement costs 
quickly become the basis for pricing and 
as a result large losses are recorded by 
firms which adhere strictly to historical- 
cost accounting. Certainly this was the 
experience of many firms in the period 
1952-53; they would not have been still 
operating today had the recession not 
been so short-lived. 


In conclusion, we would emphasise that 
the proposals made in Inflation and 
Company Finance are designed to build 
into the structure of conventional ac- 
counting procedures a practice which 
would counteract the distortion of chang- 
ing price levels in profit measurement. 
We are not wicked economists bent on 
destroying conventional accounting pro- 
cedures, we are accountants with a train- 
ing in economics, trying to extend ac- 
counting procedures to meet the prob- 
blems raised by changing price levels. 


@~—o—o—_ 


The Institute of Chartered Accountants 
in Australia. 


Her Majesty the Queen has granted the 
Institute of Chartered Accountants in Aus- 
tralia a Supplemental Charter and allowed 
new by-laws, with minor alterations, as 
issued to members in May 1958. The new 
by-laws permit members to dispense with the 
“(Australia)” or its abbreviation “(Aust.)” on 
using the Institute designation. 

Members-on-the-Separate-List are permitted 
to describe themselves “F.C.A.” or “A.C.A.” 
or “Fellow (or Associate) of the Institute of 
Chartered Accountants in Australia”. When 
such designations are used outside the Com- 
monwealth of Australia the suffix “(Australia)” 
or “(Aust.)” must be retained. 
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NEWS AND NOTES 


Australian Society of 
Accountants 


NEW SOUTH WALES 


Address by the Rt. Hon. Harold Holt. 


At the luncheon on 22 July, members of 
the New South Wales Division were privileged 
to hear an address by the Federal Treasurer, 
the Right Hon. Harold Holt, M.P. Four 
hundred and thirty members and friends were 
present at the luncheon which was held at the 
Trocadero with Mr. R. Keith Yorston (N.S.W. 
State president) as chairman. Mr. Holt’s 
remarks proved of great interest and the text 
of his speech appears in this issue at page 
425. The vote of thanks to Mr. Holt was 
moved by Mr. R. F. Butt, president of the 
Society. 

The distinguished guests present included:— 
The Hon. Mr. Justice M. F. Hardie (Judge 
of the Supreme Court of New South Wales); 
Messrs. Wallace C. Wurth (Chairman, Public 
Service Board of N.S.W.); W. J. Campbell 
(Auditor General for N.S.W. and Chairman of 
Public Accountants’ Registration Board); A. 
W. B. Coady Under Secretary, the Colonial 
Treasurer's Department of N.S.W.); G. M. 


Gray (Under Secretary, the Premier’s De- 


partment of N.S.W.); J. J. Hanley (Chief 
Commonwealth Auditor for N.S.W.); C. J. 
Moses (General Manager, Australian Broad- 
casting Commission); J. W. Goodsell (Presi- 
dent, Metropolitan Water, Sewerage and Drain- 
age Board); J. E. King (Assistant Deputy 
Commissioner of Taxation); S. Haviland 
(Under Secretary, Department of Local 
Government); C. H. J. McKinnon (Secretary, 
N.S.W. Department of Education); R. E. 
Dunbar (Acting Deputy Director, N.S.W. 
Department of Technical Education); A. R. 
Crosky (Registrar, Registry of Co-Operative 
Societies and Friendly Societies, F. C. Grey 
(Commonwealth Public Service Inspector); 
J. M. McCombie (Deputy Official Receiver in 
Bankruptcy); A. G. Beckhouse (Secretary, 
Public Accountants’ Registration Board); G. 
E. Fitzgerald (Victorian Division Councillor); 
C. W. Andersen, (General Registrar of the 
Society ). 


Members’ Luncheon 

Two hundred and fifty members were 
present at the luncheon held on 24 June at the 
Trocadero. The guest speaker, Commander 
Mason, R.N. (Rtd.), personnel officer, Ampol 
Petroleum Ltd., took as his subject “Life in 
a Submarine To-day and To-morrow”. Com- 
mander Mason, with fifteen years’ service in 
the Submarine Branch of the Royal Navy, illus- 
trated during the course of a most interesting 
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talk the many differences between life on gur- 
face and sub-surface craft. In referring to syb- 
marine life of to-morrow, he made reference 
to the voyage of the U.S. nuclear-powered 
submarine “Nautilus” under the Polar ice. 
Commander Mason stated that sub-polar voy. 
ages could well become a regular feature of 
future submarine activity and that a squadron 
of six nuclear submarines, four constantly at 
sea patrolling the vast coast lines of Australia 
and two based in home waters “at the ready” 
would provide an effective defensive shield and 
weapon of attack. A vote of thanks to the 
speaker was moved by Mr. G. H. Peterson, 
F.A.S.A. 


Personal 


The firm of Messrs. S. McKellar White and 
Associates was dissolved on 30 June. Mr 
Brian I. Carroll is practising on his own 
account and Mr. John McKellar White with 
Miss Amy McKellar White under the firm 
name. 


The practice of Messrs. C. A. LeMaistre, 
Walker Son and Co., as from 1 July, will be 
conducted in the name of Spry, Walker & Co., 
but there will be no alteration in the con- 
stitution of the firm. 


By mutual agreement, the joint practice 
carried on under the name of Vigars, Sky and 
Co., has been discontinued as from 1 July 
Clients’ requirements will be attended to 
separately under the firm names of “Dougall, 
Meldrum and Co.,” at 27 O’Connell Street 
Sydney, and “N. M. Sky and Co.,” at 50 
Young Street, Sydney. The old firm name will 
be used temporarily in association with the 
new firms and will continue to remain in 
use for purposes other than that of profes- 
sional practice. 


Mr. J. R. Partridge, F.A.S.A., is now con- 
ducting his practice at 383 George Street, 
Sydney. Telephone: BX 7164. 


Mr. J. B. MacDonnell, A.A.S.A., A.LCA. 
formerly secretary, Jeldi Manufacturing Co 
Ltd. of N.S.W., has been appointed to an 
accounting position with the United Nations 
Technical Assistance Administration, New 
York. In accordance with usual custom, it is 
likely that Mr. MacDonnell will be trans 
ferred to a post in the U.N. Field Service after 
a year or two at headquarters. The appoint: 
ment was arranged by the Higher Appoist: 
ments Office of the Commonwealth Employ- 
ment Service, which acts as recruiting agenc) 
for the United Nations specialised agencies. 

Mr. W. G. Hill, A.A.S.A., has been 
appointed general manager and a director 0 
Lanray Industries Ltd. 

Mr. R. P. Dunlop, A.A.S.A., has commenced 
practice at Yawarra House, 276A Old Norther 
Road, Castle Hill. Telephone: YA 2892. 


Mr. W. N. Nolan, A.A.S.A., has been ap 
pointed secretary of Australian ” Abrasives Pty 
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Ltd. He joined that company in 1947 as 
cost accountant, and he will continue in this 
capacity in addition to his new position. 

Mr. H. J. Buck, A.A.S.A., of Casino, who 
has been practising under the firm name of 
Francis Egan & Co., has commenced practice 
under the firm name of H. J. Buck & Co., at 
124 Barker Street, Casino. 


Her Majesty The Queen has been graciously 
pleased to approve the appointment of Wing 
Commander John Bernard Nicholls, D.F.C., 
(Rtd.) A.A.S.A., as Her Majesty’s Aide-de- 
camp effective from 28 August next. 


QUEENSLAND 


Members’ Lecture 


The predominant reasons for the formation 
of holding companies were explained to mem- 
bers at a meeting held on 25 June in the 
Oddfellows’ Hall, Charlotte Street. The sub- 
ject, “Why Form a Holding Company”, was 
discussed by Messrs. J. L. Amies, (Queens- 
land State Registrar of the Society and a 
partner in the firm of Messrs. Kennedy, Bowly 
& Manson, Public Accountants), and C. H. 
Wilson, a partner in the Brisbane legal firm 
of Messrs. Tully and Wilson. Mr. Amies dealt 
with the financial and accounting aspects con- 
cerned in the formation of holding companies 
and Mr. Wilson with the legal and stamp duty 
aspects. Both speakers have had a wealth of 


professional experience in company matters 
and both hold directorships in several public 
companies. In his vote of thanks to the 
speakers, Mr. J. G. Orr, A.A.S.A. commented 
on the high standard and the comprehensive 
coverage of the subject matter presented. 


Far North Queensland Branch 


The annual meeting of the Cairns Study 
Group held on 28 May at the Starr Bowkett 
Building, Lake Street, Cairns, decided that 
the good response shown by members to the 
activities arranged by the group during 1958 
and the comparatively large number of mem- 
bers resident in Cairns and surrounding dis- 
tricts warranted the formation of a branch 
of the Society in that town. 


The Divisional Council has given approval 
for the formation of this new branch, which is 
to be known as the Far North Queensland 
Branch. The following members have been 
appointed to the Provisional Branch Council— 
Messrs. J. Burman, V. Basik, R. A. Cottrell, 
R. H. Crust, G. A. Hill, A. C. C. Nielson, A. 
C. Olsen, R. R. W. Reid, K. A. Smith, and 
H. J. Thompson. Mr. B. S. Marsh, 20A 
Minnie Street, Cairns has been appointed hon. 
secretary. The offer made by the Branch 
Council to arrange a convention in Cairns 
during September of this year was accepted 
by the Divisional Council and it is expected 
that the official opening ceremony will be 
performed at the Convention. 





QUEENSLAND STATE CONVENTION 


The fourth annual week-end con- 
vention of the Queensland Division of the 
Society will be held at Southport, Queens- 
land, during the week-end 6 to 8 Novem- 
ber. 

PROGRAMME 
Friday, 6 November. 


8.00 p.m. Official opening by the State presi- 
dent followed by entertainment and supper 
at Pacific Hotel. This function on informal 
lines will allow members attending the Con- 
vention to get to know each other. 


Saturday, 7 November 


10.00 a.m. First Technical Session—Subject: 
“Accountants in Industry—Today and To- 
morrow.” 

Speaker: Mr. C. R. Hicking, F.A.S.A., 
F.C.A.A., Executive Director of the 
Matthews Thompson group of companies. 


Afternoon Free—Bowls, golf, surfing, etc. 
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8.00 p.m. Second Technical Session—“Current 
Problems”. A forum type of session. 


Sunday, 8 November 


10.00 a.m. Third Technical Session—Subject: 
“The Management of Stocks.” 


Speaker: Mr. R. H. Gough, B.Com., F.A.S.A., 
Brisbane Manager of Thomas Brown & Sons 
Ltd. 


1.00 p.m. Closing luncheon at Pacific Hotel. 


Registration 


The registration fee for the convention is 
£2 per member. It covers the following 
items:— The official opening on Friday night; 
the three technical sessions; a printed copy 
of the papers; the closing luncheon on Sun- 
day; morning tea and supper at the technical 
sessions. 


Accommodation has been reserved at the 
Pacific Hotel, Blue Lagoon Private Hotel and 
the Southport Hotel. Cost of accommodation 
= be the responsibility of individual mem- 

rs. 
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VICTORIA 


July Luncheon 


Mr. G. E. Fitzgerald, a past president of 
the Australian Society of Accountants, was 
the speaker on “Singapore Today” at the July 
luncheon held at the Victoria Ltd. Mr. R. S. 
Sharp, Victorian State president, introduced 
Mr. Fitzgerald who told the large number 
present of some of the difficulties and prob- 
lems facing the Government of the newly 
independent State of Singapore. Mr. Fitz- 
gerald spoke from first hand knowledge and 
observations gained during a recent visit to 
Singapore. 


Current Accounting Forum 


Mr. W. P. Round, cost accountant, Brad- 
ford Cotton Mills (Austral) Ltd. and a vice- 
president of the Victorian Division of The 
Australasian Institute of Cost Accountants, 
was the speaker at the July meeting of the 
current Accounting Forum. Mr. Round took 
as his subject, “Cost Reduction and Control” 
and his remarks prompted a great deal of 
discussion by those present. 


Management Accounting Lecture Series 


A most interesting series of lectures attended 
by over 200 was held during July. Speakers 
and their subjects were:— “The Management 
Accounting Function Today”: Professor E. 
Bryan Smyth, A.S.T.C., F.A.S.A., Professor 
of Accounting, University of New South 
Wales; “Management Accounting in Action”: 
Mr. R. O. Thiele, Dip. Com., A.A.S.A., 
F.C.A.A., Cost Consultant, Victorian State 
president of The Australasian Institute of 
Cost Accountants; and “Installing a Costing 
and Reporting System”: Mr. L. R. Dawborn, 
B.Com, A.A.S.A., A.C.A.A., Secretary, Har- 
ston, Partridge & Co. Pty. Ltd 


Annual Convention 

As this edition goes to press, final arrange- 
ments are being made for the annual con- 
vention of the Division to be held at the 
Administrative Staff College, Mt. Eliza from 
Friday, 28 August to Sunday, 30 August. En- 
rolments are heavy and it is expected that the 
convention will be as successful as_ those 
previously held by the Division. 


Government Accounting Groups 

Groups which have commenced studying 
the problems of government accounting in- 
clude the following: “Stores Accounting and 
Inventories” (chairman: Mr. G. E. Liney of 
the State Audit Office); “Management Ac- 
counting Reports” (Chairman: Mr. T. R. 
Russell, Melbourne and Metropolitan Trans- 
port Board); “Electronic Data Processing” 
(chairman: Mr. G. A. Woodward, Common- 
wealth Public Service Board). 


_ Some 40 members have expressed interest 
in each of these groups and it is expected 
that much useful information will be obtained 
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from their meetings. _Members interested jn 
joining in these studies should contact the 
State Registrar. 


Law Office Accountants’ Panel 


The July meeting of this group took the 
form of a highly interesting demonstration of 
an advanced mechanisation system introduced 
into the offices of Messrs. Nicholas, O’Donohve 
& Co., solicitors of Melbourne. Representa. 
tives of the National Cash Register Co. Ltd 
explained the technical workings of the 
machine, and Miss Devitt, the solicitors 
accountant, described the establishment of the 
system, the method of working, stationer 
used, etc. The system was introduced follow- 
ing the recent relaxation of certain Law Insti- 
tute requirements, and is the first of its kind 
in Melbourne. The machine does virtually 
every Office task, writes and posts cheques 
receipts, prepares bank deposits, and gives a 
complete ledger record of trust funds, office 
funds, mortgage repayment cards, insurance 
registers, etc. A description of the system 
will appear in a later issue of The Australian 
Accountant. 


Personal 


Messrs. J. R. Kinsman, F.A.S.A., F.C.AA 
and R. W. Robertson, B.Com., A.A.S.A., of 
the Hemingway Robertson Institute recently 
returned to Australia after seven weeks in 
North America. During their visit they investi- 
gated management trends, sales training, and 
aspects of decimal currency related to sales 
and distribution. 


Mr. H. G. Ensten, general manager, English 
Scottish and Australian Bank Ltd., has been 
elected chairman of the Australian Bankers 
Association for 1959-60. 


SOUTH AUSTRALIA 


Edgar Sabine Memorial Lecture 


Mr. R. Keith Yorston, B.Com., F.ASA 
visited Adelaide on 19 June to deliver the 
Edgar Sabine Memorial Lecture and wa 
accorded a civic welcome by the Lord Mayor 
of Adelaide. In opening his address, Mr 
Yorston paid a tribute to the late Mr. Sabine 
who is remembered as one of the leaders 0! 
our profession. “Disclosure and the Annual 
Report” was Mr. Yorston’s subject and hi 
address was most enthusiastically received 
the large audience. The lecture will be pub 
lished in an early issue of The Australia 
Accountant. 


June Luncheon 


The June luncheon with more than |) 
present was held at the South Australian 
Railways Refreshment Rooms, the speake! 
being Mr. K. A. MacDonald, general manage! 
of Television Broadcasters Ltd. who spoke 0 
“Television in South Australia”. 
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Annual Golf Match 

The annual golf match with the Institute of 
Chartered Accountants in Australia was 
played at the Grange Golf Club on 23 June. 
The match resulted in a win for the Society 
and individual trophies for the Stableford 
competition were won by Messrs. L. M. Marsh, 
L. H. Duncan and R. R. W. Ingleton. 


In presenting the trophies, the State presi- 
dent of the Institute of Chartered Account- 
ants, Mr. L. Milne, suggested that an 
endeavour be made to obtain the support of 
members of both the Institute and the Society 
for a dinner to follow the golf match. 


Retail Traders’ Group 

The Retail Traders’ Group, under the 
leadership of Mr. D. P. Williams, is meeting 
regularly and it is felt that there may be some 
members of the Division, who are interested 
in taking part in the discussions of the group, 
whose names are not on the mailing list for 
notices of meetings. A note from members 
wishing to participate, addressed to the State 
Registrar, will ensure that future notices are 
forwarded to them. 


Berri Convention 

Copies of photographs taken at the Berri 
Convention may be viewed at the office of the 
State Registrar, and orders will be placed for 
members wishing to obtain copies. 

Personal 

Mr. C. L. Hargrave, F.A.S.A., a member of 
the South Australian Divisional Council and 
immediate past State president has been ap- 
pointed director and acting general manager 
of Charles Birks and Co. Ltd. 

Mr. S. S. Woods, A.A.S.A. has been ap- 
pointed secretary of the Federated Pharma- 
ceutical Service Guild of Australia (S.A. 
Branch ). 


We offer our congratulations to Mr. Andrew 
C. Wilson, A.A.S.A., assistant general manager 
of the South Australian Harbours Board, who 
received the Imperial Service Order in the 
Birthday Honours. 


Mr. H. M. Caire, A.A.S.A., has been ap- 
pointed general manager of the Savings Bank 
of South Australia. 


Obituary 

It is with deep regret that we record the 
death of Mr. J. Murray Jones who at the time 
of his death was a member of the South 
Australian Divisional Council. The late Mr. 
Jones was chairman of the Practising Account- 
ants’ Group and was closely associated with 
student activities. 


WESTERN AUSTRALIA 


Monthly Luncheon 


The speaker at the June monthly luncheon 
was Dr. W. D. L. Ride, M.A., Ph.D., Director 
of the Perth Museum. The subject was “The 
Role of the Museum in the Modern Com- 
munity”, and Dr. Ride emphasised that the 
old idea of a museum as a storage place for 
fossils and other interesting relics only is 
wrong; the museum plays a definite part in 
education. At the luncheon, 20 new members 
were welcomed by Mr. R. C. Crowther, mem- 
ber of the Divisional Council, and certificates 
were presented. 


Fremantle Luncheon 

Fremantle members were intrigued when 
the card announcing the June monthly luncheon 
was received. It showed “Your Speaker: Mr 
X: His subject: This Might Happen to You” 


Mr. X. wearing dark glasses said he had 
just come from Fremantle Gaol. He told 





WESTERN AUSTRALIAN 
STATE CONVENTION 


The first Western Australian State 
Convention will be held at Bunbury 
during the week-end, 19 to 20 Sep- 
tember. The Convention theme is 
“Accounting for Management”. 


Members attending will assemble 
at the Railway Institute Lesser Hall 
at 1.45 p.m. on Saturday, 19 Sep- 
tember. The official opening will 
take place at 2 p.m. and will be 
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followed by two technical papers on 
Saturday afternoon and one on Sun- 
day morning. 

An official dinner is to be held at 
the Rose Hotel on Saturday at 7 
p.m. and this will be followed by 
a “get together” at the Commercial 
and South West Clubs. 


Brochures and registration forms 
will shortly be sent to all members 
of the Division. 





members what it was like to be arrested, tried 
and sentenced and how it felt to be in the 
various gaols in Western Australia. “Mr. X” 
was revealed later as Mr. Gannaway, Wel- 
fare Officer, W.A. State Prisons. 


Mr. G. A. Gordon was present at the 
luncheon at Fremantle for the first time in 
his capacity of State president. Also present 
were Messrs. H. M. Ellis, State councillor, and 
J. M. Groom, immediate past State president. 


Personal 


Mr. L. V. Caudwell, A.A.S.A., A.C.A.A., 
is shortly to take up an appointment as official 
secretary in the Public Service at the Pacific 
island of Nauru. 


Mr. L. E. Shearer, A.A.S.A. has been ap- 
pointed administrator of H. B. Brady & Co. 
Pty. Ltd. 


TASMANIA 


Luncheon Meeting 


A luncheon meeting was held at the 
Y.M.C.A. building, Hobart, on 3 July. The 
speaker was Mr. George Howatt, M.A., Re- 
search Scholar, Department of Political 
Science, University of Tasmania and formerly 
a Fulbright Scholar from the University of 
Pennsylvania, U.S.A. His subject was “The 
Hare Clark System Compared with Other 
Electoral Methods”. More than 50 members 
and guests attended the meeting and the vote 
of thanks to the speaker was proposed by Mr. 
E. R. Sargent, A.A.S.A. 


1959 Lecture Series 


The Divisional Council arranged a series 
of lectures in Hobart. In view of the interest 
displayed in the paper—“Current Trends in 
Auditing and Business Investigations” pre- 
sented by Mr. H. H. Cummins, F.A.S.A., 
during the 1958 course of lectures (this paper 
was published in the May 1959 issue of The 
Australian Accountant)—three subjects of a 
specialised nature relating to this topic were 
included in the present series. In each case, 
addresses were given by a commercial 
accountant and an external practising auditor, 
with a general discussion period to conclude 
the evening. The fourth lecture is to take 
the form of a symposium of statistics. 

Details of the topics and speakers: 

13 July—Control of Stock: 

Speakers—Mr. E. H. Dobbie, Chief Account- 
ant, Electrolytic Zinc Co. of A/sia. 
Ltd. 
Mr. K. R. Wilson, Dip.Com., 
A.A.S.A., of Messrs. A. O. Edwards 
& Wilson. 

27 July—Control of Cash: 

Speakers—Mr. M. McL. Glennie, A.A.S.A., 
Secretary, G. P. Fitzgerald & Co. 
Ltd. 


Mr. O. G. D. Groom, F.CA, 
(Aust.) of Messrs. Adams & Ben- 
netto, Chartered Accountants. 

10 August—The Treatment of Reserves and 
Provisions with Special Reference 
to Depreciation: 

Speakers—Mr. F. J. Burrows, B.Com, 
F.A.S.A., A.C.A.A., Secretary, Silk 
& Textile Printers Ltd. 

Mr. E. R. Sargent, A.A.S.A., of 
Messrs. R. J. Shield & Hibbard, 
Chartered Accountants. 

24 August—Symposium of Statistics: 

Speakers—Dr. A. J. Hagger, B.Com., Ph.D., 
Senior Lecturer in Economics, Uni- 
versity of Tasmania. 

Mr. H. G. Houstein, B.Com., Com- 
monwealth Bureau of Census and 
Statistics. 
Mr. R. B. Thistlethwaite, B.Com., 
Sales Statistician, Cadbury-Fry- 
Pascall Pty. Ltd. 
Visit of Mr. K. A. Middleton 

The Research Officer of the Society (Mr. 

K. A. Middleton) is to visit Tasmania later 

in the year and give a public lecture in Hobart 

on the topic—“Bases for Capital Expenditure 

Decisions”. Details have yet to be finalised, 

but members will be fully advised in this re- 

gard in due course. 


Annual Church Services 

The annual church services for the Division 
will be held on Sunday, 8 November and mem- 
bers are requested to make a note of this 
date. Further details will be advised in due 
course. 

Personal 

Mr. A. H. Mayhead, A.A.S.A., has been 
appointed deputy-director of the State Housing 
Department. 

Mr. K. R. Wilson, A.A.S.A., has joined Mr. 
A. O. Edwards, F.C.A., in practice at 130 
Collins Street, Hobart, under the firm name 
of A. O. Edwards and Wilson. 


+ 


Australasian Institute of 
Cost Accountants 


NEW SOUTH WALES 
Activities 

After the highly successful Terrigal con- 
vention on the subject of “Long Range Plan- 
ning,” members of the activities committee 
are now planning a further programme of 
interest and benefit to members. 

In September it is proposed to pay a Visil 
to the new factory of Davies Coop (N.S.W.) 
Pty. Ltd., at Rydalmere, to inspect the cotton 
spinning and weaving operations. 

Mr. David Cantle is arranging a one-day 
seminar for October on the controversial sub- 
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iect of “Direct Costing”. Speakers with prac- 
tical experience on this subject will highlight 
the advantages of this method of costing and 
outline management’s approach to this subject. 
Details of the programme will be advised later. 
Mr. G. Williams, a member of the staff of 
Messrs. Offmer Hadley & Co., was welcomed 
by the chairman, Mr. K. Fleming to the 
Activities Committee. 


Any member who is willing to assist in 
Cost Institute activities is invited to contact 
the State Registrar. 


Personal 

At the July meeting of the Divisional 
Council, Mr. K. W. Peterson, F.C.A.A., was 
welcomed on his return from a _ world-wide 
trip for his company. He was overseas for 
five months. 


QUEENSLAND 


Monthly Luncheon 

The lunch-time discussion meeting held on 
14 June had as its speaker, Mr. H. W. Her- 
bert, a consulting economist. In the discussion, 
which was under the title “Economics of Busi- 
ness Enterprise”, Mr. Herbert mentioned the 
influence of certain economic factors on busi- 
ness prosperity during the 1958-59 financial 
year and also those which were likely to be 
important in the current year. 


SOUTH AUSTRALIA 


Electronic Data Processing Study Group 

This group, under the leadership of Mr. 
0. L. Wilson, is now meeting regularly, and 
any member wishing to have his name included 
on the mailing list for notices of meetings, is 
asked to notify the State Registrar. 


VICTORIA 


Replies to Activities Brochure 

In responding to an invitation to express 
their preferences in regard to the various activi- 
ties being organised for the six months ending 
in December, members’ replies have shown the 
following as the order of interest. 


Demonstration: Electronic Data Processing 

President’s Lecture: “Operations Research” 

Christmas Luncheon 

. Visit: Carlton & United Breweries 
td. 


Lecture: “Determining Labour Costs” 

Factory Visit: H. J. Heinz & Co. Ltd. 

Lecture: “Controlling and Reducing Office 
Costs” 


Lecture: Determining Labour Costs 

This lecture was held as a joint activity of 
the Cost Institute and the Institute of Indus- 
trial Engineers. The helpful co-operation of 
the industrial engineers on this basic subject 
was much appreciated. 
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Factory Visit 

The visit to the H. J. Heinz & Co. Ltd. plant 
always proves popular with members, but as 
the inspection had to be restricted to 40, 
many members were again disappointed at not 
being able to be included. 


Demonstration of Electronic Data Processing 


Because of the interest manifested in this 
demonstration, members should make early 
application to ensure that they are included 
in the group for this practical demonstration 
to be given by The National Cash Register 
Co. on 15 September. 


Annual Convention 


In view of the fact that the Asian and 
Pacific Accounting Convention is to be held 
in Melbourne in April, 1960, it has been 
decided that the Institute’s next annual con- 
vention will be held during the latter part of 
next year. It has not been decided whether 
a week-end or mid-week convention should 
be conducted. Any members who wish to 
express their views on this point (or any other 
aspects of the Convention) are invited to get 
in touch with the State Registrar. 


Membership 


The membership of the Victorian Division is 
now 946, 42 new members having been ad- 
mitted so far this year. Last year a record 
number of 58 new members were admitted to 
the Victorian Division. 

The membership includes 87 Fellows. The 
status of Fellow is highly regarded in industry. 
It identifies a member as having had sub- 
stantial practical experience as a cost and 
management accountant. Any member who 
has satisfied the basic requirements essential 
for him to be accorded the status of Fellow 
is invited to obtain the necessary form from 
the State Registrar and submit an application 
for advancement in status. 


Discussion Groups 


Continued interest is being shown in the 
various discussion groups, and regular meet- 
ings of the Textile and Motor Industry Groups 
are being held. 

Almost all companies of any size in the 
textile industry are now represented at the 
monthly meetings of the Textile Group. 


Much interest has been shown in the new 
Chemical Industry Group and arrangements 
are being made to conduct monthly meetings 
of this group. 


Research Committee 


Already over 60 companies have replied 
to the questionnaire sent out by the Research 
Committee on “Cost Reports to Lower Levels 
of Management”. It is evident that this re- 
search project has aroused keen interest and 
the findings of the research committee will 
be awaited eagerly by many companies who 
have not yet ventured far along this path. 
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Australian Accountants’ 
Students’ Society 


WESTERN AUSTRALIA 


Election of Office Bearers 

At a meeting held on 12 May, the following 
were elected to the committee: Messrs. W. 
O’Halloran (president), V. K. Combs (vice- 
president), B. F. Alton. M. K. Moorthy, R. 
H. Egan (hon. secretary and treasurer), and 
Miss C. E. Berliner. 

The Divisional Council of the Society has 
again appointed Mr. H. L. Thomson as its 
representative. 

After the formal business of the meeting, 
Mr. W. O'Halloran, F.A.S.A., gave an inter- 
esting talk on “Some Aspects of Proprietary 
Company Administration”. 


Lecture 

The subject of “Stock Control in a Depart- 
mental Store” was discussed by Mr. C. G. 
Hammond, F.A.S.A. (a member of the W.A. 
State Council of the Australian Society of 
Accountants), at a recent meeting of Western 
Australian students. More than 50 were pre- 
sent and they heard Mr. Hammond, who is 
secretary and financial director of Harris 
Scarfe and Sandovers Ltd., speak most instruc- 
tively about a subject of which he has had a 


great deal of practical experience. After the 
address, a film, “Antarctic Crossing” wag) 
shown by courtesy of B.P. Australia Ltd. 


QUEENSLAND 

Lecture 

The June lecture presented to members of 
the Students’ Society in Brisbane was ens” 
titled “Partnerships and Their Legal Aspects”, 4 
The speaker, Mr. K. M. Shaw, A.A.S.A, ay 
practising accountant in Brisbane, elaborated” 
on the printed summary of the subject which) 
had been distributed to students prior to the” 
meeting. While giving a detailed coverage of 
all aspects of partnership, the comments Mr 
Shaw made on the practical problems with | 
which accountants are often confronted in the 
creation and variations of partnerships wer 
found of particular interest. 


VICTORIA 


Lunch-time Lecture Series 

Members are reminded that lectures in this 
series will be held on the second Wednesday = 
of each month, from 1.10 to 1.50 p.m. in the 
general meeting room, Chamber of Mane | 
factures Building, 312 Flinders Street, Mee 
bourne. Any person interested in joining the 
Students’ Society can obtain details from 
Mr. J. G. Foster at the Society’s offices, 777 
Queen Street. Melbourne. 





PROFESSIONAL NOTICES 


AGENCY—Sydney practitioner with ‘scope 
for expansion will make services available 
as agent for members in other states. Enquiries 
to No. 529, c/- Australian Society of Account- 
ants, 5 Bligh Street, Sydney, New South Wales. 


ACCOUNTANT: 25-30 required by firm of 
solicitors for position of clerk in company law 
department. Successful applicant will be 
trained by partners to the position of managing 

clerk. Good salary plus bonuses and super- 
annuation. Please reply to No. 552, c/- Aus- 
tralian Society of Accountants, 37 Queen 
Street, Melbourne. 


ACCOUNTANT—Male aged 25-30, quali- 
fied or near qualified, required to prepare cost 
and financial records and reports in a pro- 
fessional office. This position has excellent 
opportunities for advancement. Applications 
in writing should give details of age, training 
and experience to Messrs. Leighton Irwin & 
Company, Architects and Engineers, 406 
Collins Street, Melbourne. Phone: MU 7724. 


ACCOUNTANCY ‘student requires private 
tuition in Advanced Accounting A and B in 
preparation for November examinations. Reply 
stating terms to No. 560, c/- Australian Society 
of Accountants, 37 Queen Street, Melbourne. 
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ACCOUNTANT/EXECUTIVE 


A firm of Chartered Accountants 
which is entrusted with the work of 
advising large financial institutions re- 
quires a senior qualified executive to 
make periodical visits to metropolitan 
and country districts to strengthen 
managerial and administrative control. 

Duties will include investigations, 
implementation of accounting and ad-~ 
ministrative procedures, etc. 

Country visits of up to three months 
duration may be necessary. 

The commencing salary offered is 
£35 per week and all travelling and 
accommodation expenses will be paid: 1f 

If the selected applicant demonstrates }9 
ability to carry out his duties success- 
fully without supervision, remuneration 7 
will be increased considerably and 
serious consideration will be given to 
admitting him to partnership in the firm. 

Please apply in own handwriting to 
Box 4500, G.P.O. Sydney, New South 
Wales. 
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